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(1)

THE BEST SERVICES AT THE LOWEST PRICE:
MOVING BEYOND A BLACK AND WHITE DIS-
CUSSION OF OUTSOURCING

THURSDAY, JUNE 28, 2001

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON TECHNOLOGY AND PROCUREMENT

POLICY,
COMMITTEE ON GOVERNMENT REFORM,

Washington, DC.
The subcommittee met, pursuant to notice, at 2:15 p.m., in room

2154, Rayburn House Office Building, Hon. Thomas M. Davis
(chairman of the subcommittee) presiding.

Present: Representatives Tom Davis of Virginia, Jo Ann Davis of
Virginia, Horn, Turner, Kanjorski, Mink, Waxman, Cummings and
Kucinich.

Staff present: Melissa Wojciak, staff director; Amy Heerink, chief
counsel; George Rogers, counsel; Victoria Proctor, professional staff
member; Jack Hession, communications director; James DeChene,
clerk; Phil Barnett, minority chief counsel; Michelle Ash, minority
counsel; Mark Stephenson, minority professional staff member; and
Jean Gosa, minority assistant clerk.

Mr. TOM DAVIS OF VIRGINIA. If there is no objection, I’m going
to move ahead with our first panel and then we will give opening
statements, because I know some of you have other things to do,
and we appreciate you being here.

Let me start with Mr. Sessions, and then Mr. Wynn, we’ll go to
you. You have a major piece of legislation you sponsored, and then
we’ll move to you, Mr. Gutierrez, and thank you for being with us.

[The prepared statement of Hon. Thomas M. Davis follows:]
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5

Mr. TOM DAVIS OF VIRGINIA. Pete, go ahead.

STATEMENT OF HON. PETE SESSIONS, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF TEXAS

Mr. SESSIONS. Thank you, Mr. Chairman and members of this
subcommittee. It’s good to be back with you. Ms. Davis, it is good
to see you here also.

Mr. Chairman, thank you so very much for the opportunity to ap-
pear before this subcommittee this afternoon. I commend each of
you for taking time to meet with this group of people, including
this panel that are here today on such an important issue, and we
look forward to your deliberations and the outcome on this issue.

First, I want to say that I was one of those who is the sponsor
of the FAIR Act, because the American people deserve to know that
their hard earned tax dollars are being spent as effectively and
wisely as possible. The FAIR Act was therefore the first step in a
process of defining just what is government work, and also what
might be considered competitive. Among what things those activi-
ties might logically be reviewed for alternate delivery strategies
also. It was, and I believe remains an important first step for this
government, like any other institution, public or private, simply
cannot be expected to engage in such fundamental self-analysis and
challenge on its own.

In the private sector, such exercises are routine and driven by
the competitive nature of the marketplace. Those same market
forces are too absent from the government environment, and thus
the FAIR Act is a tool to help us move forward and make progress,
and I applaud this administration for its unyielding commitment to
ensuring that the results of the FAIR Act inventories do not sit on
the shelf, but rather capitalize on to help ensure that the taxpayers
of our Nation, in fact, are getting the best value for their hard-
earned tax dollars.

Mr. Chairman, I think competition is a good thing and a healthy
thing. It drives innovation and performance. It drives efficiency
and, in a high performing organization, it also drives employee sat-
isfaction and morale. I also believe in the tenets of the govern-
ment’s longstanding policy of relying whenever possible on the com-
petitive private sector for the provision of goods and services. That
policy is built on straightforward logic that is every bit as relevant
today as it was more than 50 years ago.

The private sector, not the government, is the engine that drives
our economy. The creation and expansion of private sector employ-
ment, investment and profit is what makes this engine run. There-
fore, where the government is performing work that a competitive
private sector could perform, why wouldn’t you want to allow com-
petition to exist? Why wouldn’t we want to seek and embrace the
technology and innovations of the private sector? The results work
to everyone’s benefit. The government improves its efficiency and
quality of service, the taxpayer gets assurance that their tax dol-
lars are being wisely managed, and our economy grows. Quite
frankly, I see no downside to that equation.

This is not to say that everything done by the government that
is not strictly defined as inherently governmental must simply be
outsourced. In some cases, some form of competition between the
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existing work force and the private sector bidders does make sense,
but in others, such competition are neither beneficial nor possible.
Moreover, while I fully agree that the extraordinary men and
women in our government and the work force, that they deserve to
be treated with respect and fairness in recognition for the work
that they do for this country, I do not agree that such treatment
must be automatically extended to arbitrarily protecting Federal
jobs.

After all, when the functions are outsourced, the evidence is clear
that few employees end up without a job and the government ac-
counting office and Rand Corp. and others have made it clear that
there is no evidence that they end up sharply reducing wages and
benefits. Indeed, we have had testimony in this subcommittee that
the opposite can happen.

So I see outsourcing as a tool, one that the private sector uses
every day and that we have responsibility to utilize. We have no
right to arbitrarily perform work in the government if that work
is neither inherently governmental nor of the kind that must abso-
lutely be performed by the organic work force. And we have a re-
sponsibility as stewards of the public trust to aggressively utilize
competition to ensure that we’re fulfilling faithfully our roles.

Mr. Chairman, I must admit that I am sometimes amazed at this
debate and the rhetoric associated with it. After all, this is not an
academic exercise. It is a policy discussion that has the benefit of
years of experience and data in support. That data and experience
are eminently clear. First, competition saves money. Although you
don’t need a study to know it, it is the foundation of our whole eco-
nomic system.

Second, the government is in an ever-growing danger of falling
further and further behind the private sector in the use and appli-
cation of innovative processes and technology.

Third, as the Federal work force grays and large percentages ap-
proach retirement, this is a movement in history where we can
more aggressively than ever look at alternate sourcing strategies
and change the very culture of government.

Some would argue that we don’t really know what outsourcing
saves the government, that there is somehow question of account-
ability here, but such a suggestion ignores the facts. Fact one is
that we do know at the local activity level exactly what is being
spent on outsource services. Payments are subject to a wide range
of audits, validation and even more.

Unfortunately, the same cannot be said for our own internal gov-
ernment operations. How many agencies have been able to comply
with the Chief Financial Officers Act? How many elements within
the government have true activity based costing that enables full
visibility into all costs? The answer to both questions is few. As the
Senate Governmental Affairs Committee pointed out in a recent
audit, and as GAO and others have repeatedly reminded us, we
have a serious management problem in the government. It inhibits
our ability as the representatives of the American taxpayer to ac-
count for ways in which tax dollars are spent. The problem with
accountability lies not with our contract work, rather with our own
internal operations.
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With all due respect to my colleague and my friend from Mary-
land, Mrs. Morella—excuse me, yes, Mrs. Morella, who is a friend
of mine, that’s why I am so opposed to H.R. 721, and I am sorry
that she is not here today, but I am sure she will get the message.

Mr. TOM DAVIS OF VIRGINIA. Mr. Wynn’s a friend of yours, isn’t
he?

Mr. SESSIONS. And Mr. Wynn is also.
Mr. TOM DAVIS OF VIRGINIA. Just want to get that on the record.
Mr. SESSIONS. Mr. Wynn is a friend of mine. The so called TRAC

Act, it completely ignores the tremendous problems associated with
internal accountability and assumes problems with accountability
in our contracted work that simply do not exist. In addition, the
bill creates onerous requirements that would make any further
outsourcing extremely difficult. It would do so by subjecting every
single contract, modification, task order or option to a public-pri-
vate competition, regardless of whether the government needs to
perform the work involved or whether the work force exists or
whether it even needs to be hired to do so.

The TRAC Act is a solution without a problem. It flies in the face
of all the acquisition reform that we have made over the last 6 to
8 years and would limit Federal agency managers flexibility as
they try to carry out their mission. The bottom line is that the bill
amounts to a complete moratorium on all contracting efforts. If we
really want accountability, I would suggest that the best way to
achieve it would be to subject every commercial activity in the gov-
ernment to the same kinds of competitive pressures, accounting de-
mands and performance requirements that are contracted work
subjected to. That would do a lot more good for the American tax-
payer than the current bill that we are discussing today.

The government is not a business, nor can it be run exactly as
one would run a business, but we can learn from the commercial
sector. We can and should aggressively compete, and where appro-
priate, directly outsource commercial activities performed by the
government so that our work force can focus on its true core com-
petencies. We can and we should outsource and include competition
as a tool that we cannot only use to enable improved performance,
but we can also reduce costs and access to innovation, but also as
tools through which the government appropriately supports and as-
sists the further growth and strength of our national economy.

Mr. Chairman, I will end by saying this, that the FAIR Act was
a bill that we discussed across this committee and in this Congress
and it was debated in negotiation with the former Clinton adminis-
tration. It was one that was worked hard for a compromise and one
that was hewn for success, and I believe that this new bill that we
are talking about today would not only take that carefully crafted
opportunity that we had and would do away with it, but it would
lead this body to believing that what we need to do is invest more
and more money in government without seeing the outcomes that
would be based from our tax dollars.

Thank you so much for allowing me the time.
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Mr. TOM DAVIS OF VIRGINIA. Mr. Sessions, thank you. I under-
stand you may have to leave, and feel free to leave if we don’t get
there for questions.

Mr. SESSIONS. Thank you so very much.
[The prepared statement of Hon. Pete Sessions follows:]
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Mr. TOM DAVIS OF VIRGINIA. Now, I’m going to call on your
friend, Mr. Wynn, to speak. Our welcome and thanks for being
here, and thank you for your interest in this subject.

STATEMENT OF HON. ALBERT WYNN, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF MARYLAND

Mr. WYNN. Thank you very much, Mr. Chairman. I am not al-
ways on this side of the table. But I am very delighted to be here.
I thank you for the opportunity to testify as well as to be before
our ranking member and my Democratic colleagues today.

I also want to take this opportunity to thank the Federal employ-
ees who are here because all too often we talk about Federal em-
ployees, you don’t get to see them enough. So they’re here today,
here and in the hallway and they have a very great interest in this
issue because they are providing the services that run our govern-
ment, and in my opinion they’re doing a very good job.

We’re here today to talk about privatization, outsourcing, or more
plainly, moving services previously performed by government em-
ployees out to the private sector to for-profit companies. I’m very
pleased to discuss how we can assure that the American taxpayer
receives the best value in the provision of these government serv-
ices. One approach to assuring this best value is embodied in
Truthfulness, Responsibility and Accountability and Contracting
Act, H.R. 721, commonly known as the TRAC Act, which I have in-
troduced and which, to date, enjoys a bipartisan support of more
than 185 of our colleagues.

As my good friend, Mr. Sessions, indicated, in almost every en-
deavor of human commerce, competition yields the best quality and
the best value and that’s essence of the TRAC Act to ensure there’s
a fair competition between hardworking in-house Federal employ-
ees and private contractors to determine who can really perform
and provide the best value to the American public, both quan-
titatively in terms of dollars and qualitatively in terms of the serv-
ice provided.

In recent years there seems to be a notion that has gained mo-
mentum that outsourcing is the most cost efficient approach pro-
viding government services. Unfortunately, to date there’s been no
empirical evidence to prove this, either the quantitatively or quali-
tatively, and thus I really question the underlying assumption.

Supporters of contracting out, as you heard, claim that it saves
money for the taxpayers. Well, where is the evidence? GAO has yet
to provide concrete evidence that such savings exists, and after sev-
eral years and billions of dollars of outsourcing, GAO cannot say
that taxpayers are well served. Even my Republican colleagues
noted in the fiscal year 2000 defense appropriations bill, there is
no clear evidence that current DOD outsourcing and privatization
efforts are reducing the cost of support functions within DOD, with
high cost contractors simply replacing government employees. In
addition, the current privatization efforts appears to have created
serious oversight problems for DOD, especially in those cases
where DOD has contracted for financial management and other
routine administrative functions.

In the absence of accountability and congressional oversight, the
problem caused by indiscriminate contracting out and privatization
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will grow worse in both DOD and other agencies. The TRAC Act
basically prohibits any Federal agency from making a decision to
privatize, outsource, contract out or contract for the performance of
a function currently performed by such agency unless five require-
ments are met. I submit these are very reasonable and prudent re-
quirements.

Prior to contracting out, agencies would have to meet the follow-
ing five objectives. First, many of the safeguards against indis-
criminate contracting out such as effective contract administration
to reduce waste, fraud and abuse statutes prohibiting the manage-
ment of Federal employees by arbitrary personnel ceilings, as well
as provision of the Federal Workforce Restructuring Act to prohibit
replacing displaced Federal employees with contract employees
have not been followed. Commitments to Federal employees to
make contracting out and privatization more equitable have not
been kept.

The TRAC Act would temporarily suspend new contracts until
these oversights have been corrected and we have in place a proce-
dure which effectively reviews this issue. This will give agencies an
incentive to correct these longstanding problems. There would be
exceptions for national security, patient care, blind and handicap
contract and situations involving economic harm. So the suggestion
that somehow the TRAC Act would grind government to a halt is
simply not true.

Second, the TRAC Act would require the establishment of sys-
tems to monitor the cost efficiency and savings of this outsourcing.
Currently agencies do not monitor the cost or the efficiency of bil-
lions of dollars in contracting out and privatization. There’s no
oversight of contracts after they have been awarded to compare
past costs with current costs, which is to say that the contract goes
out and there’s an assumption that this is the most efficient way
to do business, but yet there is no monitoring to see if there is ac-
tual savings.

The third requirement of the bill, it will allow agencies to hire
additional Federal employees when they can do the work more eco-
nomically and efficiently than private contractors. There are in-
stances when if an agency had been allowed to hire three or four
more additional personnel, they could have done the work more
cheaply than the outside contractor.

The fourth provision of the act requires that Federal employees
and private contractors have the same level of public-private com-
petition, and here we get back to that notion. Public-private com-
petition should work both ways. Contractors compete for Federal
Government jobs. Federal employees ought to be able to compete
for their own jobs.

Right now there are twice as many contract employees working
on the Federal payroll as Federal employees, and they perform this
work without any competition. So for those who believe we need
more competition, I suggest the TRAC Act provides it.

Fifth, the TRAC Act requires Office of Personnel Management
and Department of Labor to compare the wages and benefits of
Federal employees and their contractor counterparts. The point
here is it is not good policy to contract out simply to avoid paying
health benefits, and we ought to analyze this issue to compare
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whether or not we’re handing government work to contractors who
simply are able to low ball because they don’t offer reasonable ben-
efits.

I believe the TRAC Act addresses the major concerns that we in
government have about quality and taxpayer value without inter-
fering with the operation of government. As I indicated, the sus-
pension of contracts is prospective only, only affecting new con-
tracts. Any existing contract would not be interrupted. The suspen-
sion is only temporary until the requirements of reasonable over-
sight are put in place and at that point the agency may proceed.
There has to be a competition, a simple competition analyzing
whether we can do a better job in government or outside of govern-
ment.

Now, one of the criticisms that you will hear is that the A–76 cir-
cular, which is a vehicle for this competition, is too burdensome
and that may be, but then what we ought to do is focus on stream-
lining the A–76 procedure rather than eliminating the competition
between Federal employees and private sector employees. We have
a responsibility to the taxpayers to ensure that they get best value,
and the only way we can do this is through a real competitive anal-
ysis of what Federal Government employees can provide in terms
of quality and cost with that which is provided on the outside by
the private sector.

I believe that the TRAC Act is a reasonable approach to solving
this problem. I believe it shows respect for the efforts that have al-
ready been made by very loyal and committed Federal employees,
and I hope that this committee, in analyzing this bill, other pieces
of legislation, as well as the GAO study that is currently underway,
would keep in mind that we do need a fair competition and we do
need significant oversight of the contracting out that’s occurring,
and that ultimately, our responsibility is not to the notion of
outsourcing or the philosophy of outsourcing, but to assuring best
value for the taxpayer.

Thank you for your time, Mr. Chairman.
Mr. TOM DAVIS OF VIRGINIA. Mr. Wynn, thank you very much for

your interest in this subject.
[The prepared statement of Hon. Albert Wynn follows:]

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00019 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



16

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00020 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



17

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00021 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



18

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00022 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



19

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00023 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



20

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00024 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



21

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00025 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



22

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00026 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



23

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00027 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



24

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00028 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



25

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00029 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



26

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00030 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



27

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00031 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



28

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00032 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



29

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00033 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



30

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00034 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



31

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00035 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



32

Mr. TOM DAVIS OF VIRGINIA. Mr. Gutierrez, thank you for being
with us.

STATEMENT OF HON. LUIS V. GUTIERREZ, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF ILLINOIS

Mr. GUTIERREZ. Good afternoon, Chairman Davis, Ranking Mem-
ber Turner, and members of the subcommittee. I want to thank you
for the opportunity to testify today. I have come to talk to you
about a bill I introduced in March, H.R. 917, the Federal Living
Wage Responsibility Act of 2001.

The bill has a simple premise: Employees who work full time
should be paid a wage that assures that they will not live in pov-
erty. This legislation mandates a livable wage for all employees
under Federal contracts and subcontracts. 78 representatives cur-
rently cosponsor this important legislation.

It is important to note that the Federal Government does not col-
lect data on Federal contract workers. The only data available con-
cerning the number of workers earning less than $8.50 an hour
comes from the General Services Administration. With the imple-
mentation of the TRAC Act, we would be able to acquire these nec-
essary data since the TRAC Act mandates the Secretary of Labor
to conduct a study on the wage and benefit levels of contractor em-
ployees.

However, GSA data and other data is startling and demonstrates
the importance of quick Federal action. A recent study by the Eco-
nomic Policy Institute finds that an estimated 162,000 Federal con-
tract workers earn less than $8.50 an hour. Their income does not
reach the poverty threshold of $17,650 per year for a family of four.
These workers represent 11 percent of the total 1.4 million Federal
contract workers in the United States.

According to the Office of Personnel Management, a total of
4,974 full-time Federal employees earn a salary below the poverty
level for a family of four, as dictated by Health and Human Serv-
ices. The majority of these low-wage contracts and subcontracts are
concentrated in the defense industry, 62 percent, and most of them
are large business, 59 percent. Private sector workers earning less
than a living wage are mostly female, adult, full-time workers, and
they are disproportionately minorities.

My bill addresses these inequities. It mandates that the Federal
Government and any employer under a Federal contract or sub-
contract of an amount exceeding $10,000, or a subcontract under
that contract to pay each of their respective workers an hourly
wage or salary equivalent sufficient for a worker to earn while
working 40 hours a week on a full-time basis the amount that the
Federal Government dictates is above the poverty level for family
of four as determined by the Department of Health and Human
Services.

The bill also requires an additional amount, determined by the
Secretary of Labor, based on the locality in which a worker resides
sufficient to cover the costs to such a worker to obtain any fringe
benefits not provided by the worker’s employer. Fringe benefits in-
clude medical, hospital care or contributions to health care insur-
ance plans, contributions to retirement, life insurance, disability,
vacation and holiday pay. Although Congress passed laws such as
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Davis Bacon Act and the Service Contract Act to help ensure that
employees of the Federal contractors earn a decent wage, thou-
sands of Federal workers and federally contracted workers still do
not earn enough to support themselves or their family according to
our own Federal Government and the standards set forth by
Health and Human Services.

This legislation will allow hardworking Americans to earn qual-
ity wages and to increase their savings for such essential needs as
their retirement and their children’s education. The Federal Gov-
ernment must take responsibility, workable steps to reward work-
ing Americans and to help keep them out of poverty. This bill rep-
resents a practical step toward that goal.

In 1999, only 32 percent of Federal contract workers were cov-
ered by some sort of law requiring that they be paid at least a pre-
vailing wage, which is usually defined as the median wage of each
occupation and industry. But even this minority of covered workers
are not guaranteed a living wage under current laws. For example,
the Department of Labor has set its minimum pay rate at a level
below $8.50 an hour for workers covered under the Service Con-
tract Act in 201 job classifications.

Health and Human Services says you have to earn $17,700 for
a family of four to live above poverty, and our government then in
another Department says we are going to pay you less than that.

I believe it’s vital for the Federal Government at a time of record
surpluses to send all of its full-time employees home with a pay-
check that allows them to lift their families out of poverty.

Mr. Chairman, it should be noted that 65 cities and counties na-
tionwide have already passed laws that require companies doing
business with tax dollars to pay a living wage to employees. There
are an additional 75 cities considering enacting living wage laws.
This legislation also has gained backing from profamily worker ad-
vocates around the country, groups like ACORN and the National
Campaign for Jobs and Income Support in Chicago, New York, Bos-
ton and dozens of other cities have rallied in support.

I share a deep concern for many workers who, although em-
ployed full-time, are unable to support themselves and their fami-
lies in a dignified manner. Today the working poor are the largest
growing sector of the economy. They fulfil many of the basic needs
of our community, but their efforts are not rewarded with wages
sufficient to care for a family’s basic need.

This bill is in keeping with the President’s initiative to raise the
pay and benefits of enlisted military personnel. Civilians employed
by the Department of Defense are among the government employ-
ees most likely to earn subpoverty level wages while two-thirds of
contractors paying poverty level wages are in the defense industry.
The defense of our Nation is a combined effort involving military
personnel and their civilian peers. President Bush’s effort to in-
crease the pay of uniformed personnel would be well complemented
by an effort to ensure that no individual involving keeping the Na-
tion secure is vulnerable to the difficulty and risks of poverty.

Mr. Chairman, more than 50 years ago the General Assembly of
the United Nations adopted the Universal Declaration of Human
Rights. Article 23 of that document states, ‘‘everyone who works
has the right to just and favorable remuneration, ensuring for one’s
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self and one’s family an existence worthy of human dignity.’’ How-
ever, this is an impossibility for countless families nationwide in
the 21st century America. The Federal Government goes to great
lengths to monitor the poverty level and with good reason, but the
government should also determine whether it is allowing its own
workers to meet that standard.

Mr. Chairman, the basic purpose of the legislation is simple. We
should not pay Federal employees that work for us or contractors
that work for us to a family of four less than what our own Health
and Human Services Department dictate is poverty, and if we do
that Mr. Chairman, here’s what we’re doing, they’re collecting Med-
icaid, they’re collecting food stamps, they’re section 8 subsidies on
their rental. All we’re doing is subsidizing the very contractors by
allowing them to pay, because then these employees obviously are
allowed, under our welfare standards, to apply for other—it’s ter-
rible to work for the Federal Government on the one hand, full-
time 40 hours a week, and on the other hand, get a check from an-
other part of the government because the Federal Government
hasn’t ensured that you made a living wage.

Thank you very much, Mr. Chairman.
Mr. TOM DAVIS OF VIRGINIA. Mr. Gutierrez, thank you very much

for that testimony.
[The prepared statement of Hon. Luis V. Gutierrez follows:]
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Mr. TOM DAVIS OF VIRGINIA. Mr. Wynn, thank you. Do we have
any questions? I know we have two other panels. I think—Mr.
Wynn, sure.

Mr. WYNN. Mr. Chairman, with your indulgence I’d like to add
two statements to my testimony if that could be submitted.

Mr. TOM DAVIS OF VIRGINIA. We’d be happy to enter that into the
record, and we appreciate both of your interests in this and Mr.
Sessions, too, who’s left. I know y’all have very strong feelings
about this. You have put forward legislation and we appreciate the
opportunity to hear from you today.

Before I call our first panel, I think I’m going to go now to open-
ing statements from Members so that Members will have an oppor-
tunity to put in statements, and I will start as the chairman of the
subcommittee and welcome everybody to today’s oversight hearing
about outsourcing in the Federal Government.

In light of the recent creation of the General Accounting Office’s
commercial activities panel, I decided to call this hearing to review
whether or not outsourcing is an effective means to enhance cost
savings and efficient delivery of services while ensuring the equi-
table treatment of Federal employees. We will also take a look at
Federal agencies implementation of the Federal Activities Inven-
tory Reform Act [FAIR] Act.

Over the years, the executive branch has emphasized spending
reductions and focused on maximizing efficiencies in the Federal
Government. The introduction of competition in the procurement
process has played a decisive role in creating the incentives nec-
essary to achieve cost savings and improving efficiency. The execu-
tive branch has encouraged outsourcing by Federal agencies as a
way to purchase commercially available goods and services from
the private sector instead of competing against its citizens.

In 1966, OMB formalized this policy in circular A–76. The subse-
quent supplemental handbook explains the procedures for conduct-
ing cost comparison studies through managed competitions to de-
termine whether an agency’s commercial activities should be per-
formed in-house by Federal employees, by another Federal agency
through an interservice support agreement or by contractors. GAO
has reported that the policy results in cost savings in the Defense
Department. However, most other Federal agencies choose not to
implement A–76 studies. Have these agencies found alternatives to
A–76? Are they still realizing cost savings while improving their
delivery of services? It’s understandable that some agencies may
shy away from using the A–76 process. It is lengthy, it’s complex,
it’s burdensome and participants in the Federal work force as well
as the private sector have raised valid concerns which we will hear
more about later today.

As we review the process today I think we need to keep in mind
the Federal Government’s responsibility to the taxpayers. The gov-
ernment should strive to provide taxpayers with the best quality
services at the lowest price. So the first question I pose to our wit-
nesses today is should the lowest price continue to be the deciding
factor for job competitions? Is there any benefit for using best value
as the benchmark?

I have several other concerns that I hope witnesses will try to
address. First, Federal employees are disadvantaged during A–76
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cost comparison studies because they are not adequately trained to
write performance work statements. Additionally, if the contract is
awarded to the private sector the Federal employees are seldom
trained to write contracts and effectively manage them to protect
taxpayer interest.

Second, the lengthy A–76 process creates uncertainty among
Federal employees whose jobs are being competed. Frequently you
can have such a demoralizing effect that our best skilled and dedi-
cated employees look elsewhere for the work. Since the Federal
Government work force is dwindling rapidly and nearly 50 percent
of Federal employees are eligible to retire over the next 5 years it’s
imperative that the government establish initiatives to prevent the
unnecessary loss of Federal workers.

And third, there’s a perception among some contractors that
costs such as overhead are calculated differently in the private sec-
tor from the Federal Government, and therefore, not enough accu-
rate cost information is available to ensure fair cost comparisons,
and after a contract has been awarded, there are some concerns
that the government accounting system is not advanced enough to
accurately track cost savings.

The A–76 process, in my opinion, is broken, but what can be
done to fix it? To help in this regard, section 832 of the Floyd D.
Spence National Defense Authorization Act for 2001 mandates
GAO convene a panel of experts to study the policies and proce-
dures governing the transfer of the Federal Government’s commer-
cial activities from its employees to contractors. The panel will re-
port to Congress next May with recommendations for improve-
ments, and I look forward to the panel’s report.

Now I’d like to reiterate that the government’s job is to provide
taxpayers with the best value for their money. It’s neither our re-
sponsibility to protect jobs nor is it our responsibility to outsource
jobs. In addition to our examination of outsourcing, I think we
should reevaluate Civil Service rules and employee compensation
as part of the larger human resources crisis facing the Federal
Government today.

My colleague, Representative Wynn, introduced the TRAC Act,
which would place a moratorium on new contracting and prohibit
Federal agencies from exercising options, extensions and renewals
of current contracts. It affects all contracting at every level of gov-
ernment, and there’s no termination date for the bill. The TRAC
Act is one proposed solution. It’s the result of the frustrations felt
by public sector employees in a process that, in my opinion, needs
revamping.

But an adversarial approach to Federal Government outsourcing
raises other concerns about the continuity of service delivery to tax-
payers. Let’s focus our attention on constructive reforms to improve
the government’s performance of its core functions. How can it pro-
vide the greatest efficiency and highest quality of services at the
best value to taxpayers? We need to examine these issues in the
context of the Federal Government’s human capital management
crisis and determine what initiatives and reforms must be imple-
mented to recruit and retain well-qualified employees.

And finally, while the FAIR Act does not require that agencies
outsource commercial functions, it’s a potentially powerful strategic
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tool to help agencies identify possible opportunities for outsourcing
and/or management reform. But I am alarmed by the OMB’s recent
directive that in the fiscal year 2002 agencies are required to
outsource 5 percent of Federal jobs designated as not inherently
governmental and listed on the agency’s inventories under the
FAIR Act. And just last week, OMB added a directive requiring 10
percent of these jobs be outsourced in fiscal year 2003. No justifica-
tion for these percentages has been offered to date. I remain uncon-
vinced that arbitrarily assigning Federal agencies target figures is
the best means to ensure cost savings in the government. I expect
OMB will clarify this directive today.

I thank you and I would now recognize my ranking member Mr.
Turner, for any statement he’d like to make.

Mr. TURNER. Thank you, Mr. Chairman. I appreciate very much
the fact that you have held this hearing today on contracting out
by the Federal Government, and I think this is, perhaps, the best
attended subcommittee hearing that we have had in my memory
with a long line of our loyal Federal employees out in the hall un-
able to get into the hearing room, but we do appreciate the interest
that has been expressed by all of you, and I want to join in express-
ing my appreciation to all of our participants today and to our Fed-
eral employees who do such a fine job, taking care of the business
of the public in their roles in the respective agencies.

I understand today we may have people from all over the United
States. I know the American Federation of Government Employees
tell me that they have people here from California and New York
and Maine and Florida today. So we are certainly glad to have all
of you here.

Our purpose, of course, is to conduct a hearing to try to ensure
that the taxpayers receive the very best services at the lowest cost.
That sounds like a simple goal to try to achieve, and yet it is
fraught with complexity and in ensuring fair treatment for our
Federal employees must certainly be a priority in this process. This
subcommittee will explore why Federal agencies implement so few
public private competitions under the circular A–76, and also ex-
amine what alternatives we may pursue to ensure efficiency in cost
savings.

Contracting out of commercial services has become an increas-
ingly important and controversial teacher of Federal procurement
in recent years, and the Bush administration has indicated that it
will promote greater outsourcing by the Federal Government. It is
in light of that that it is particularly timely that this hearing be
held.

I want to thank the chairman for giving Mr. Wynn the oppor-
tunity to use this hearing to lay out his bill, the TRAC Act. He has
done an exceedingly large amount of work over the years with re-
gard to these issues, and he represents, of course as you do, Mr.
Chairman, a large number of Federal employees. His legislation
raises many of the issues that we as a committee need to be ad-
dressing.

Circular A–76 contains the Federal policy that governs how con-
tracting out decisions are made in the Federal Government. The
objective of that program has been to achieve efficiencies by en-
couraging competition between the private sector and Federal em-
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ployees for commercial activities. No one seems to be particularly
happy with the way A–76 works in practice, no matter which side
you sit on. That is why I think it’s important that the Congress au-
thorize the study contained in the Defense Authorization Act of last
year in which the GAO is directed to examine the A–76 procedure
and to report its findings to Congress no later than May 1, 2002.

I was particularly pleased to see the GAO taking this responsibil-
ity very seriously as I think particularly indicated by the fact that
the head of the agency, General Walker, chose to chair the panel
himself. I think this hearing today will be very productive, and I
think that if we all approach it with the right objective in mind,
that is, trying to provide the best services for our Federal employ-
ees at the best price possible, we will make significant process.

Thank you, Mr. Chairman.
[The prepared statement of Hon. Jim Turner follows:]
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Mr. TOM DAVIS OF VIRGINIA. Thank you very much.
Ms. Davis.
Ms. JO ANN DAVIS OF VIRGINIA. Thank you, Mr. Chairman. I’d

just like to say thank you for holding this hearing and I’m anxious
to hear from the witnesses to learn more about it. I have heard a
lot about the A–76 program in my own home district, and I’d like
to know where we’re going on it. So thank you very much.

Mr. TOM DAVIS OF VIRGINIA. Thank you very much.
Mr. Waxman. Mr. Kanjorski.
Mr. KANJORSKI. Thank you very much, Mr. Chairman, and I con-

gratulate you for holding the hearing. I just hope that Mr. Turner
recognizes that we also have people from Pennsylvania here as one
of the States.

Mr. TOM DAVIS OF VIRGINIA. Let the record be so reflective.
Mr. KANJORSKI. Mr. Chairman, I have been very familiar with

A–76 over the last 14 years, and at one time in the past served as
chairman of the subcommittee, the jurisdiction of those factors. I
am disturbed in the beginning of the 21st century, I have heard the
testimony of my two colleagues from Maryland and from Illinois,
when they indicate that we actually have Federal employees that
are being paid below the poverty level working for the U.S. Govern-
ment, and I think it is important that we set an example, not only
that they should get a fair wage but also that we don’t allow our-
selves to go to the least common denominator, and to a large extent
contracting out is, as I have observed it over the last decade or bet-
ter, we are missing the fundamental points of what government
work is all about in terms of looking at quality for the best price.
But we also tend to drive those jobs that are at the lower income
scales out into the private sector and the private contractor gen-
erally gets the benefit by not providing the basic service that all
of us believe workers should have, that is, medical and health care,
pension programs and a minimum earning wage for a family.

I had the occasion to see firsthand some of this work, and I just
make two more observations. One, as Mr. Sessions says, we should
do this because we can save money at practically any expense.
Well, I made two visits to two military installations more than 12
years ago, one in Utah and one in Alaska. In Utah, the private con-
tractor came on the base and within several months of running the
security operation on the base, 21 missiles were missing and never
found. I don’t know how you account for that lack of security when
you have private workers coming and going and opening up these
bases.

In Kodiak, AK, they actually contracted out the entire base oper-
ation, and the contractor failed to perform, and after 1 year, the
base itself was in jeopardy of operating and that is the main head-
quarters for the Coast Guard of the United States.

So, in many regards, I have seen contracting out turn into an ab-
solute disaster. I think the bill that Mr. Wynn has introduced, the
TRAC bill, represents the best thinking to get the best job done for
the American worker and the American taxpayer, and I urge the
sunlight to shine on this problem so that we don’t dumb ourselves
down to the least common denominator.

Thank you, Mr. Chairman.
Mr. TOM DAVIS OF VIRGINIA. Thank you.
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Mr. Waxman.
Mr. WAXMAN. Thank you very much, Mr. Chairman. I want to

thank you for holding this hearing. As you know, I joined 22 of our
colleagues on this committee requesting that Truthfulness, Respon-
sibility and Accountability in Contracting Act [TRAC] Act, be the
focus of the hearing. Although today’s hearing covers all the issues
of outsourcing, I’m pleased that we’ll have the opportunity to re-
view the TRAC Act. The TRAC Act now has over 180 cosponsors
and deserves our serious attention.

Since 1955 the executive branch has promoted outsourcing by
Federal agencies as a means to purchase commercially available
goods and services from the private sector. In 1966 the Office of
Management and Budget issued circular A–76, which established
how contracting out decisions should be made in the government.
Most recently, the Bush administration moved to promote in-
creased outsourcing by the Federal Government. Advocates of
outsourcing believe this action will enhance the cost savings and ef-
ficient delivery of services.

Well, in my view, the key to cost savings and efficiency is com-
petition between the private sector and Federal employees for com-
mercial activities, not automatic outsourcing. I’m amazed how often
the assumption is that outsourcing is always better and is auto-
matically accepted as fact. The real fact of the matter is that Fed-
eral employees all across our country do superb work and often at
a fraction of the price contractors would charge. The Federal work
force is an invaluable resource that is often taken for granted and,
even worse, sometimes deliberately denigrated. That makes no
sense and it absolutely makes no sense to insist on outsourcing
when work can be done more efficiently and better by Federal
workers.

Unfortunately, the Federal Government has often avoided com-
petition, avoided competition by directly converting work to the pri-
vate sector or by labelling work as new so that competition be-
comes impossible.

Every Member of Congress should support government efficiency
and saving taxpayer dollars, but in order to determine whether tax-
payers are receiving savings, true cost comparisons must be per-
formed.

In addition, agencies should be required to keep records of the
costs and savings associated with both contracting out and con-
tracting in. That’s why I support the TRAC Act, which requires
agencies to track the costs and savings of contracting out and to
conduct public-private competitions. Moreover, the TRAC Act abol-
ishes the use of arbitrary personnel ceilings and would also require
agencies to subject work performed by contractors to the same level
of public-private competition as work performed by Federal employ-
ees.

Mr. Chairman, outsourcing exists because of the theory that it
saves money and improves efficiency. Unfortunately, for too long,
we have failed to apply any accountability to whether or how often
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that theory really works. I want to work with you to make sure we
have solid data for cost comparisons and then we should apply that
data in a fair and unbiased way to outsourcing decisions.

Thank you very much.
[The prepared statement of Hon. Henry A. Waxman follows:]
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Mr. TOM DAVIS OF VIRGINIA. Thank you Mr. Waxman. Mrs.
Mink, any opening statement?

Mrs. MINK. No.
Mr. TOM DAVIS OF VIRGINIA. I’m not sure if we have anyone from

Hawaii here today.
Mrs. MINK. May I ask, Mr. Chairman, if there is anyone here in

the audience from Hawaii?
Mr. TOM DAVIS OF VIRGINIA. There you go.
Mrs. MINK. Aloha.
Mr. TOM DAVIS OF VIRGINIA. All I can say is that’s dedication.
We are going to call our second panel of witnesses at this point.

We have Barry Holman, from the U.S. General Accounting Office.
We have Angela Styles who is the Director of the Office of Federal
Procurement Policy, Office of Management and Budget. And we
have Ray DuBois who is the U.S. Department of Defense Under
Secretary of defense for installations and environment.

I would just say, as you know, it is the policy of this committee
that all witnesses be sworn before you testify and if you’d rise with
me and raise your right hands. And Ms. Styles, I understand this
is your first day back from maternity leave?

Ms. STYLES. Yes, it is.
Mr. TOM DAVIS OF VIRGINIA. Thank you very much for being

here.
[Witnesses sworn.]
Mr. TOM DAVIS OF VIRGINIA. Please be seated. Just for efficient

time for questions, we have your testimony in the record. All of it
will be entered into the record. We’d like you to keep your submis-
sions to 5 minutes. There’s a light in front. You will have green for
the first 4 minutes. It will be yellow for your 4th minute and at
the end of 5 minutes the red light will go on, if you could proceed
to summarize at that point. I’ll give you a few seconds. If you don’t,
I’ll tap the gavel and ask you to summarize at that point. So Mr.
Holman, we’ll start with you and thank you for being here.

STATEMENTS OF BARRY HOLMAN, DIRECTOR, DEFENSE CAPA-
BILITIES AND MANAGEMENT, U.S. GENERAL ACCOUNTING
OFFICE; ANGELA STYLES, DIRECTOR, OFFICE OF FEDERAL
PROCUREMENT POLICY, OFFICE OF MANAGEMENT AND
BUDGET; AND RAY DUBOIS, UNDER SECRETARY OF DE-
FENSE FOR INSTALLATIONS AND ENVIRONMENT, U.S. DE-
PARTMENT OF DEFENSE

Mr. HOLMAN. Mr. Chairman, I’m pleased to be here today to
present our observations on DOD’s use of OMB circular A–76 to
conduct cost comparison studies to determine whether commercial
activities should be performed by the government or by the private
sector. DOD refers to A–76 cost comparison studies as competitive
sourcing.

My comments today are based on work that we have carried out
in recent years monitoring DOD’s progress in implementing its A–
76 program with the goal of saving money that may be applied to
other priority needs. My testimony focuses on the evolution of the
A–76 program in DOD and addresses the question of whether sav-
ings are being realized, identifies some key issues we’ve identified
that may be useful to other agencies as they think about using the
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A–76 process, and I’ll provide a few comments on the work of the
commercial activities panel which you’ve already referred to.

First, let me say that DOD has been a leader among Federal
agencies in the use of the A–76 process in recent years, and at one
point planned to study over 229,000 positions under that process.
However, the number of positions planned for study, the time-
frames for launching and completing those studies, has changed
over time as the program has evolved. DOD now plans to study
160,000 positions under A–76, still a rather ambitious goal.

At the same time, the Department has now augmented its A–76
program for what it terms strategic sourcing, a broader array of re-
invention and reengineering options that may not necessarily in-
volve A–76 competitions, at least in the short term. Strategic
sourcing may encompass consolidation, restructuring, reengineer-
ing activities, privatization, joint ventures for the private sector or
the termination of obsolete services. Strategic sourcing can involve
functions or activities regardless of whether they’re considered in-
herently governmental, military essential or commercial. I should
add also that these actions are recognized in the introduction to the
A–76 handbook as being part of a body of options in addition to A–
76 that agencies must consider as they contemplate reinventing
government operations.

The broader emphasis on strategic sourcing today is intended to
help DOD realize the sizable savings goals that it established
under its program. DOD has already reprogrammed over $11 bil-
lion in anticipated savings from A–76 and strategic sourcing into
its modernization account.

The second point I would make is that one of the greatest topics
of interest to observers of the A–76 process is whether savings are
being realized. My answer to that question is yes, and that savings
have resulted primarily by reducing the number of positions need-
ed to perform activities being studied. This is true regardless of
whether the government or the private sector wins the competi-
tions.

At the same time, I must add that a variety of factors make it
difficult to measure the precise amount of net savings from A–76.
Moreover savings may be limited in the short term because the up
front investment costs associated with conducting and implement-
ing results of these studies. Further reported savings from A–76
studies will continue to have some element of uncertainty and im-
precision and will be difficult to track in the outyears because
workload requirements change, affect program costs, a baseline
from which savings are calculated. However, considering that DOD
has already reduced its operating budget on the outyears on the as-
sumption of these savings, it’s crucial that its estimates be as accu-
rate as possible.

Third, there are issues which we have raised concerning DOD’s
A–76 program that may serve as a useful lesson for other agencies
that use the A–76 process. They include the finding that studies
have generally taken longer than initially expected and have gen-
erally required greater resources than initially projected. Finding
and selecting functions to compete can be difficult, notwithstanding
the existence of the FAIR Act inventories, and making premature
budget cuts on the assumption of projected savings can be risky.
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These issues should not detract from a need to explore options
for achieving savings but should serve as indicators of things to
watch for in planning and conducting such studies.

Finally, increased emphasis on A–76 has served to underscore
concerns expressed by both government employees and industry
about the A–76 process. Federal managers and others have been
concerned about organizational turbulence that typically follows
the announcement of A–76 studies. Government workers have been
concerned about the impact of competition on their jobs, their op-
portunity for input to the competitive process and the lack of parity
with industry offers to appeal A–76 decisions. The industry rep-
resentatives have complained about the fairness of the process and
the lack of a level playing field between the government and the
private sector. Everyone has been concerned about the time re-
quired to complete the studies.

Amid these concerns over the process as you have already indi-
cated, the Congress enacted section 832 of this year’s National De-
fense Authorization Act. The legislation required the Comptroller
General to convene a panel of experts to study the policies and pro-
cedures governing the transfer of commercial activities from gov-
ernment personnel to Federal contractors. The panel, which in-
cludes the Comptroller General as the Chair, includes senior offi-
cials from DOD, private industry, Federal labor organizations and
OMB.

Among the issues the panel will be reviewing are the A–76 proc-
ess and implementation of the FAIR Act. The panel had its first
meeting on May 8th of this year, its first public hearing on June
11. At the first hearing, over 40 individuals representing many per-
spectives presented their views. The panel currently plans to hold
two additional hearings, one on August 8th in Indianapolis, IN,
and the other on August 15 in San Antonio, TX. The panel is re-
quired to report its findings and recommendations to the Congress
by May of next year.

Mr. Chairman, Members, this concludes my summary, and I’d be
please to answer any questions you might have.

Mr. TOM DAVIS OF VIRGINIA. Thank you very much and we’ll be
back with you for questions.

[The prepared statement of Mr. Holman follows:]
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Mr. TOM DAVIS OF VIRGINIA. Ms. Styles, welcome. Thank you for
coming.

Ms. STYLES. Thank you. Mr. Chairman and members of the sub-
committee, I’m pleased to be here today to discuss the administra-
tion’s competitive sourcing initiative and the proposed Truthful-
ness, Responsibility and Accountability in Contracting Act [TRAC]
Act.

There are two points I want to clearly communicate today. First
is the administration’s commitment to competition. Second is the
administration’s strong opposition to the TRAC Act. Competition is
fundamental to our economy and to our system of procurement. It
drives better value, innovation, performance and importantly sig-
nificant cost savings. A major element of our commitment to com-
petition is the administration’s competitive sourcing initiative. The
President has committed to opening one half of the Federal com-
mercial workload listed on the FAIR Act inventories to competition.

Implementing this initiative, OMB has taken several steps. First,
budget was linked to performance planning through the President’s
budget blueprint and through a February 14, 2001 memorandum
from Mitch Daniels, the Director of OMB to the departments and
agencies.

Second, this guidance was followed by a March 9, 2001 memoran-
dum from Shawn O’Keefe, the Deputy Director of OMB to the de-
partments and agencies. The memorandum requested agencies to
develop performance plans to implement the A–76 competitive
sourcing initiative. For fiscal year 2002, this memo requested that
the agencies complete competitions or directly convert not less than
5 percent of the commercial workload listed on the agency’s FAIR
Act inventories.

To assist the agencies in meeting this competitive sourcing goal,
OMB has undertaken a three-part initiative. First, OMB is invig-
orating the use of circular A–76 by introducing positive monetary
incentives. Agencies get to retain the savings that are achieved
through A–76 public private competitions.

Second, OMB will make one or two immediate amendments to
the circular to expand and improve the process. Importantly, to-
morrow a proposed change to A–76 will be published in the Federal
Register for notice and comment. This proposal, if promulgated,
would remove the current grandfather provision in A–76 that ex-
empts inner service support agreements from competition. Agencies
have long provided commercial support services to other agencies
on a reimbursable basis. This includes a wide variety of commercial
support services from paycheck services and ADP to facilities oper-
ation and maintenance.

The example that I often use is OMB paychecks. Myself and all
other OMB employees receive their paychecks from DFAS, the De-
fense Finance and Accounting Service within the Department of
Defense. In other words, the provision of paychecks to OMB em-
ployees, a clearly commercial service, is provided to OMB by the
Department of Defense on a reimbursable basis. OMB, or the Exec-
utive Office of the President, pays DFAS for providing these pay-
checks. The concern is that A–76 exempts this clearly commercial
service, the provision of paychecks, from competition with the pri-
vate sector. Could these services be provided less expensively or
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more efficiently by the private sector? We don’t know, because
these services don’t have to be competed right now. The proposed
change would require competition of these commercial services pro-
vided on an interagency basis every 3 to 5 years.

The third part of OMB’s initiative is the establishment of an A–
76 streamlining working group. They will be working with the
GAO commercial activity panel and taking a hard look at how we
can improve the A–76 process. As many of you know, the A–76
process has become difficult to implement. The process takes too
long, it has generated significant distrust and several GAO reports
have found weaknesses in the current structure and application.
What was designed to provide reasonable estimates of costs on a
level playing field has become so rigid that the process itself is an
impediment to competition.

In the long term, OMB anticipates vastly simplifying this cum-
bersome process by replacing the complex and artificial A–76 cost
requirements with a budgeted measure of full agency costs. With
full cost budgeting the agency’s budget cost will substitute for the
complex A–76 cost comparison requirements. The difficulties in im-
plementation of A–76 and our plans to make long-term changes do
not, however, reflect on our commitment to use the current circular
to achieve our competitive sourcing goals. The circular provides an
effective and established policy framework that has resulted in sig-
nificant performance improvement and substantial economic sav-
ings. We are committed to public-private competition, and we are
committed to using the current A–76 circular to meet the fiscal
year 2002 competitive sourcing goals.

I want to make very clear, however, that in supporting public-
private competition, we support the provision of government service
by those best able to do so, be that the private sector or the govern-
ment itself. This is not an outsourcing initiative. We are subjecting
government functions to competition. What is the most important
is the cost, quality and availability of this service, not who provides
it. An often forgotten fact in this discussion is that more than 50
percent of the time the in-house organization wins the public-pri-
vate competition. The simple fact that the commercial function un-
dergoes competition creates cost savings, innovation and improved
performance.

The second but related issue that I want to address is the admin-
istration’s strong opposition to the TRAC Act. Freezing all cur-
rently contracted activities to determine if they could be performed
more effectively by the private sector would put at risk the Federal
Government’s ability to acquire needed support services in both the
short and the long term. This legislation would seriously affect sev-
eral primary functions of government, including the public health
and welfare, constituting a threat to national security.

Mr. TOM DAVIS OF VIRGINIA. Ms. Styles, I’ve given you a little
bit of time. Could you sum up?

Ms. STYLES. I’m almost done.
Mr. TOM DAVIS OF VIRGINIA. OK.
Ms. STYLES. Even Medicare would not be able to issue payments

since this function is performed by contract. We estimate the TRAC
Act would affect over 230,000 contract actions, a simply untenable
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outcome.
Mr. Chairman that concludes my statement and I’ll be glad to

answer questions.
Mr. TOM DAVIS OF VIRGINIA. Thank you very much.
[The prepared statement of Ms. Styles follows:]
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Mr. TOM DAVIS OF VIRGINIA. Mr. DuBois.
Mr. DUBOIS. Mr. Chairman, thank you very much for allowing

me to represent the Secretary of Defense in front of this important
subcommittee and to address this important issue. I have submit-
ted a written statement as you know, but I would like to bear par-
ticular attention to certain issues that the Secretary asked me to
bring up this afternoon.

A–76 competitions, as we all know, attract a lot of attention.
They generate vital savings results, but they need to be put into
perspective. Service contracting performed as a result of A–76 com-
petitions is estimated to comprise less than 2 percent of all defense
service contracting. While our competitive sourcing program may
be small in the greater scheme of things, it has generated some
gratifying results.

Between fiscal 1995 and 2000, we’ve completed over 550 A–76
initiatives that have affected over 25,000 government employees.
As Ms. Styles said, more than half of those A–76 competitions, spe-
cifically 57 percent in the DOD, were won by the government’s
most efficient organization. The remainder of the competitions, 43
percent, were won by the private sector. Savings are achieved re-
gardless of whether the work stays in-house or moves to the pri-
vate sector. We saw a reduction of 12,000 government positions in-
volved in the activities studied, but relatively few personnel, about
10 percent suffered involuntary separation actions. 1,311 were re-
moved from the Federal work force through a RIF. We have found
that in these A–76 initiatives between 1995 and 2000 that we have
averaged 34 percent in savings.

Now, I know that both Congressman Wynn and Congressman
Waxman referred to the fact that there were no empirical evidence
to date underlying these savings. In fact, I believe Congressman
Wynn also made the comment that GAO has not yet provided con-
crete evidence of those savings. Now, I will defer obviously to my
colleague to my right from GAO, but we believe that both GAO and
the Rand Corp. and the Center for Naval Analysis examined these
savings and their results, their analysis unanimously support the
fact that realistic savings have been achieved.

In the past year, we specifically asked again that the issue of
long-term savings be examined and again, the CNA, Center for
Naval Analysis, confirmed the savings garnered are persistent.

Now, there are a number of issues today that we need to talk
about to include bill 721, the TRAC Act. We believe in the Depart-
ment of Defense that because the reality of those savings is so
strong, that any form of temporary suspension of competitive
sourcing activities would, as a practical matter, create an expen-
sive, destructive and unprogrammed cost as anticipated savings
would not be realized. While there are legitimate concerns sur-
rounding this program, we believe it would be a real mistake to
stop it in its tracks until all questions are answered.

Now, A–76 cost comparison studies are subject to intense scru-
tiny by both internal and external parties. It is certainly frustrat-
ing that problem situations get a disproportionate share of atten-
tion, but I know that you are well familiar with that phenomenon
in the various issues that we all struggle with. We identify sys-
temic problems. We have been proactive in identifying required
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changes to procedures, and while the process is far from perfect
and we continue to seek improvement, we conversely do not want
to overreact to anomalous errors made by well-intentioned, hard-
working employees.

It is again important to recognize that among these hundreds of
decisions during fiscal year 1995 to 2000, only six tentative cost
comparison decisions were reversed through appeal or protest.
Sixty-nine percent of all decisions resulted in no appeal, and 88
percent of all decisions resulted in no protest at all. Unfortunately,
the problem cases tend to overshadow the many decisions that re-
flect a solid program.

The Secretary of Defense this morning testified before the House
Armed Services Committee, and this afternoon as we speak, is tes-
tifying in front of the Senate Armed Services Committee. In his
testimony, he refers to the obligation that we, the Department of
Defense, the entire Federal Government, have to taxpayers to
spend their money wisely as reflected also in your comments, Mr.
Chairman.

The Department of Defense needs greater freedom to manage so
we can save the taxpayers money in as many areas as we can. The
Secretary this morning and this afternoon addressed the issue that
he is going to submit to the Congress for their consideration, that
is to say, rationalization and restructuring of the DOD infrastruc-
ture. Ms. Styles, I believe, referred to increasing threshholds in the
Davis Bacon Act.

But we also must address the issue of more aggressive contract-
ing out, both in terms of housing and in terms of other services
that are not military core competencies and that can be more effi-
ciently performed in the private sector.

I just want to make one final remark if I might, Mr. Chairman.
Yesterday I testified before the Military Construction Subcommit-
tee of the House Appropriations Committee. I was reminded by
Chairman Dave Hobson that I had returned to government after 24
years. Both Secretary Rumsfeld and I left the Federal Government,
left the Department of Defense in 1977. We went into the private
sector. My first 10 years from 1977 to 1987 were spent focused on
productivity improvements both in terms of process, systemic and
human. I have never been involved with an organization, either as
an consultant or as an employee or an executive in the private or
the public sector that could not by better management, by better
systems, including information systems, operate at least 5 percent,
if not more, more efficiently if given the freedom to do so.

Now in the Department of Defense, one last comment, if I might,
5 percent of the DOD budget is over $15 billion. Those savings
could go a long way to satisfying many of the unfunded require-
ments that exist.

Thank you, Mr. Chairman, and I look forward to your questions.
[The prepared statement of Mr. DuBois follows:]
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Mr. TOM DAVIS OF VIRGINIA. Thank you very much. Let me start
the questioning for 5 minutes. Ms. Styles, in your testimony, you
discussed OMB’s recent directive that agencies compete 5 percent
of Federal jobs designated as not inherently governmental and list-
ed on the agency’s inventories under the FAIR Act, and then OMB,
as I understand, has just added a directive requiring 10 percent of
these jobs be outsourced in fiscal year 2003. What analysis is going
in to directing a percentage—isn’t that prejudging the situation
and are we becoming subject to quotas here that we have to meet
in prejudging—that gives me some concern.

Ms. STYLES. I think we need to clarify what may be a fundamen-
tal misunderstanding is that we are asking agencies to compete a
percentage of their FAIR Act inventories. We are not asking them
to outsource a percentage of their FAIR Act inventories. When
these jobs are competed through the A–76 process or these func-
tions are competed through the A–76 process, more than 50 percent
of them are won in-house. So it’s not a question—it is simply a
measure of competition, not a measure of outsourcing the number
of jobs that will be going to the private sector.

Mr. TOM DAVIS OF VIRGINIA. Because I think we can agree—I
hope we can agree that the bottom line is savings to the govern-
ment and to the taxpayer.

Ms. STYLES. Absolutely.
Mr. TOM DAVIS OF VIRGINIA. And that’s what ought to drive this.

I think we’re going to hear testimony later, we’ve heard some ear-
lier, how do you best determine that? There are clearly some con-
sequences and some concerns right now about the way it’s being
measured. You have up front costs with your A–76 that have to be
absorbed, and I haven’t heard anybody say A–76 is the greatest
thing going, and you all are relying a lot on the A–76 not exclu-
sively, but a lot for that to try to meet your goals.

Ms. STYLES. Absolutely, and I’d like to add, it’s not just cost sav-
ings. We’re seeing improved management, improved performance.
We’re seeing innovation. All of these things are just as important
as the cost savings.

Mr. TOM DAVIS OF VIRGINIA. OK. All right. Thank you. Is OMB
providing agencies with detailed guidance to help them implement
this policy and choose the positions to compete?

Ms. STYLES. No. It’s going to vary on agency-by-agency basis on
the number of not inherently governmental positions they have,
their missions and goals. So we’re letting the agency decide what
is best to meet 5 percent competitive sourcing goal.

Mr. TOM DAVIS OF VIRGINIA. OK. One of the interesting things
in your testimony, you state that part of the administration’s policy
will include allowing agencies to retain the savings they achieve
through the A–76 process. Do you have limitations on how the
agency uses that money? I mention that because when I was the
head of the county government in Fairfax, we would go to our
agency heads in tough budget times and ask them for cuts, and
when we allowed them to keep it and then gave them discretion
as to how to use it, all of a sudden the savings were forthcoming.

So I’m intrigued by allowing them to do that. We find a great re-
luctance on the part of agencies or subagencies to cut their budgets
just to pay for somebody that overran their budget somewhere else.
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I assume that’s the philosophy that you’re doing that. I guess my
questions are No. 1, how will agencies be permitted to use the
money, could it be used as a work force retention tool to give bo-
nuses to employees for their cost savings accomplishments? And
also, if an agency receives the cost savings, will it affect their budg-
et for the following year?

Ms. STYLES. Right. In the past, there have been some negative
monetary incentives that have been implemented to try and get
agencies to use the A–76 process. We’ve decided that positive mon-
etary incentives are the best way to achieve these goals and we are
letting the agencies decide how to use the savings that they will
be achieving and how to best invigorate the employees.

Mr. TOM DAVIS OF VIRGINIA. Is there any prohibition on using
that, for example, for bonuses?

Ms. STYLES. There is no prohibition on it.
Mr. TOM DAVIS OF VIRGINIA. OK. I think that’s important. One

of the fundamental problems we have in government right now,
and one of the things I see with so much of this outsourcing going,
is it’s hard to keep in-house capabilities sometimes given the dif-
ferent pay differentials between, and particularly in IT areas but
in some others, between what you can make on the outside and
what you make inside, and if we don’t reform, how we are com-
pensating people within government, that outsourcing is inevitable
no matter what your past because you have to get the job done and
you’re not being able to get and reward and train people that are
in government to do the job now. How do you see that? And I’ll also
ask the other panelists if they’d like to comment on that, particu-
larly you, Mr. DuBois. Is that a problem at Defense?

Mr. DUBOIS. I think that the issues of how many we’ve got to
address will always provide a certain amount of problems for us.

Mr. TOM DAVIS OF VIRGINIA. Say that again.
Mr. DUBOIS. I’m sorry, repeat your question so I better under-

stand it.
Mr. TOM DAVIS OF VIRGINIA. I’m saying in-house training, re-

training people, recruiting, retaining good people in-house is in-
creasingly difficult in some of these areas, given the compensation
methodologies that you have available to you and what competition
offers on the outside. Outsourcing is inevitable under that panel
unless you substantially alter the compensation package within
agencies. Do you think that’s an accurate statement?

Mr. DUBOIS. That’s right, and of course on the military side we
have a bonus structure that can somehow address those issues. We
also have a bonus structure with respect to SCS employees, al-
though we are constrained to the extent we don’t have the same
flexibility as the private sector does. When it feels or when it be-
lieves it needs to, a company needs to attract computer program-
mers in a particular language, it can immediately adjust the open-
ing salary or the attractiveness of that salary to do so. We can’t do
that in the government.

Mr. TOM DAVIS OF VIRGINIA. Thank you. My time’s up.
Mr. Turner.
Mr. TURNER. Mr. Holman, I want to ask you, based on your expe-

rience to address one of the, what I think is one of the more dif-
ficult issues we face. We know the administration has suggested
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these percentages that we need to look at in terms of outsourcing,
and Ms. Styles has said well, the intent is to be sure there’s com-
petition, it’s not an automatic, and yet when this proposal was ini-
tially laid out by the administration, I believe it was the Deputy
Director of Management, Mr. O’Keefe, when he was asked the
question about how this would all be carried out and whether or
not to reach these numbers, the agencies would just have to go to
direct conversion rather than competition, and his response, as I
recall from reading that interchange was, he said well, let’s talk.
So that left a lot of the Federal employees groups very uncertain
about how this is all going to work, and obviously if you’re going
to be pushed toward some magic number, it will be a lot easier just
to go to that conversion, and I understand there are some difficul-
ties, there’s some time constraints involved in doing a true public-
private competition.

The numbers that I have indicated that only about 1 percent of
the service contracts undertaken by DOD were undertaken with
public-private competition. In the civilian agencies as a whole, that
number is about one-tenth of 1 percent, and at the heart of this
seems to be that we’re trying to achieve a fair competition, and in
many instances, the Federal employees can submit a proposal that
would be superior to a private contractor and yet the way this proc-
ess seems to be working, we really don’t see that happening very
often. Why is it that we have such low percentages of true public-
private competition in outsourcing?

Mr. HOLMAN. That’s one of those questions that I wish that there
were more data available that would help us to get a handle on
that issue. I mean, you’re absolutely right. The data we’ve seen
suggests between 1 and 2 percent of contracts that are awarded;
service contracts are done under A–76. As we’ve seen data that
looks at where are the increases in service contracting that’s occur-
ring, we see it’s occurring for information technology; or we see it’s
occurring for studies and so forth. I can’t give you a precise answer
as to why we don’t see more in that area, other than perhaps it’s
for work that’s not already being done in house. It’s additional
work that’s required, new work or so forth.

But in terms of your earlier question, in terms of the direct con-
version, one of the things we’re still looking forward to see is to see
what the impact of OMB’s new directive in terms of DOD’s ongoing
program. I mean, DOD is the only agency that’s got an extremely
robust A–76 program already. So we’re looking ourselves to see
how OMB’s new direction would impact that program, whether it
would add to it to the existing plans for competitive sourcing stud-
ies.

Certainly, DOD has done its share of direct conversions, and
those are authorized. When you have fewer than 10 employees that
are affected by the action, you can do that. Or if you are converting
military positions. So a good share of DOD’s actions under A–76
have been direct conversions. How many of them will be in the fu-
ture, I’m not sure. But it does have a fairly robust program of pub-
lic-private competitions.

Mr. TURNER. Well, obviously you’ve done 10 times better than
the rest of the Federal agencies. But it does seem it’s going to re-
quire a commitment, Ms. Stiles, from the administration to insure
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that there’s a vigorous effort made to have a true competition. I
also have some concerns about a problem that I always have
suspicioned exists, that once we out source, then it also becomes
sort of an out-of-sight and out-of-mind decision.

You know, it’s often easy to criticize the Federal Government for
not being aggressive about promoting competition and continuing
to maintain a large Federal work force. And yet the other side of
the coin can also be true, once out sourced, if it becomes an out-
of-sight, out-of-mind decision, then that activity becomes a captive
to the private contractor; and when, in fact, upon renewal of the
contract, often times the price continues to rise at a rate that it
would not or should not were there again, true competition.

And I’m interested in the DOD’s experience, the degree to which
you conduct, if at all, postcontract reviews of outsource activities to
assess whether or not there are cost savings that are achieved over
time. As you know, the GAO reported, as well as the administra-
tion recently, that there’s been very little savings as a total in
terms of the cumulative activities of outsourcing, very little sav-
ings, if any, even though there were examples of savings in certain
activities. But overall it seems the A–76 program has not resulted
in significant savings, if any at all, based on the administration’s
reports, as well as the GAO reports. So what do we do to insure
there is an accurate and adequate postcontract review, see if
there’s really savings there?

Mr. HOLMAN. Well, Mr. Turner, we in GAO we’ve looked at a
number of case studies of A–76 competitions. We’ve tried to ad-
dress that issue; and certainly one of the things we see, that it be-
comes difficult to track what happens to these examinations—re-
sults of these actions over time, if contracting action is the result
of an A-76 competition. You certainly can tell it at the point of the
competition because you have the comparison between the public
and the private sector. As that contracting action ages, you have
changes in the work requirements; new work may be added. And
we’d look to see what extent there may have been limitations to
how the original performance work statement was written that
would cause changes to occur. You have changes in the mandated
wage rates under the service-contracting act. Those things happen
over time.

It sort of gives you a distorted picture or an inability to make a
direct comparison to where things were at the original point of
competition. But to the extent we’ve been able to do some case
studies within 1 or 2, 3 years of competitions, we’ve seen that those
savings are still there. We’ve seen some of the things I’ve talked
about in terms of wage-rate changes. We’ve seen changes in per-
formance work statements. We’ve seen limitations and how the
original savings were calculated; limitations in the baseline, to use
to compare savings. But when we take all those things into consid-
eration, based on the case studies we’ve been able to do, the major-
ity of them, we found savings continue. I think over time the issue
becomes one of if you want to assure continued savings, it becomes
an issue of recompetitions after so many years, again, to—I think
the issue is competition as the driver to force, encourage the sav-
ings. I think that is probably the answer.

Mr. DUBOIS. Mr. Turner, may I add a comment?
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Mr. TURNER. Yes, Mr. Secretary.
Mr. DUBOIS. As I indicated in my opening statement, the Center

for Naval Analysis has done and continues to study these issues.
In fact, they examined in detail 16 cost-comparison studies, and the
study found that real savings were generated, were persistent, and
that in more than 80 percent of the cases, performance levels were
sustained or improved as reflected in satisfaction levels of users
and observers of performance. There are two in particular that I
think are worthy of note: one in your home State of Texas, Good-
fellow Air Force base, where in the MOU the Government in-house
officer was the winning offer. Back in October 1994, there were 311
total government positions in competition. And this was for base
operating support, things such as facility maintenance and repair,
motor vehicle operations, supply operations, base telephone, switch-
board, etc. The in-house offer which won reduced from 311 the
number of government positions to 176 civilians. A 37 percent ex-
pected savings was predicted, $22 million. The observed savings
was also achieved at that level, and the effective savings, that is,
to say the difference between the baseline costs and the real costs
to providing the same set of functions as defined in the perform-
ance work statement was $27 million.

There was one other issue, one other specific that I thought was
worth mentioning, wherein the private sector won, Peterson Air
Force base in Colorado. The functions competed were vehicle oper-
ations and maintenance. The original number of government posi-
tions in competition were 99. The private sector bid won, resulting
in 73 positions, a $7.3 million expected savings; in terms of ob-
served savings, slightly less, $6.6 million. In both cases, the per-
formance level results were satisfied or very satisfied by the user.

There were a couple of other points that you made that perhaps
I could clear up just a bit. And one is that A-76 procedures only
apply to work currently done in house. My comment that 2 percent,
only 2 percent of the services outsourced were done under the A-
76. It doesn’t include new work or, as an example, the Navy-Ma-
rine Corps intranet procurement. It’s essentially a service contract,
but it’s also $13 billion, the largest in the history of the Depart-
ment, and was not done under A-76. The issue about competition
or the sustainment of a competitive environment and atmosphere,
of course, the contract is not forever. It is not in perpetuity. Most
contracts are recompeted every 5 years, and every contract is re-
viewed every year. And some contracts have been discontinued, as
was mentioned earlier today. Thank you.

Ms. STILES. Mr. Turner, if I could make a statement there. I’d
like to clarify A-76, the circular itself, does apply to new work. In-
house organizations can submit a bid for new work under the cir-
cular. And I’d also like to say that for our fiscal year 2002 goals,
only direct conversion, under 10 people applies. And only A-76 pri-
vate—public-private competitions apply. So those are the only two
things that the agency can use to meet our goals.

Mr. TURNER. Thank you. Thank you, Mr. Chairman.
Mr. TOM DAVIS OF VIRGINIA. Thank you. Ms. Davis.
Mrs. JO ANN DAVIS OF VIRGINIA. Thank you, Mr. Chairman; and

thank you all for being here to testify today. Mr. Holman, one of
the most important elements of the competitive outsourcing is the
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ability of the Government to access the latest in technologies pro-
vided by our private industries. It’s especially true with our Armed
Forces. Do you believe that, if implemented, the TRAC Act will
hinder the military as it moves into the 21st century?

Mr. HOLMAN. Ms. Davis, that’s—I like that question. It’s a tough
one to answer, but I like it. I’m in sympathy with much of what’s
being tried to be accomplished with the TRAC bill in terms of try-
ing to get more information. Certainly, there’s a frustration there
at times of not being able to know more of what’s taking place. One
of the issues as I look at the TRAC bill is just that one, what would
happen in the area, say, of information technology if the TRAC bill
is intended to cover all contracting actions and, as I indicated just
a few minutes ago, we see so much of the contracting actions tak-
ing place today, a large increase related to information technology.
We know there’s difficulty in attracting and retaining personnel
with that capability. So it does raise a question of how it would af-
fect that area.

Mrs. JO ANN DAVIS OF VIRGINIA. Thank you, Mr. Holman. You’ll
find that the Armed Forces, or Armed Services, is very important
to me for my district. And in the same light, you know, we just had
a problem with one of our small bases where the A-76 study was
being conducted; and I had a lot of constituents, quite a few actu-
ally, who only had a year left until they retired. So you know, it’s
a double-edged sword for me. I don’t want to see, you know, my
constituents lose their jobs; but yet our national security interest
is of utmost importance for me.

Which brings me to a question for you, Mr. DuBois. The TRAC
bill, according to Mr. Wynn’s testimony, would make exceptions in
the case of the national security interest. Who would determine the
national security interest? Under the TRAC act, could the DOD re-
move itself or would the GAO make that decision? Do you know?

Mr. DUBOIS. I’m not sure, Ms. Davis. I’ll have to look into that
and report back to you.

Mrs. JO ANN DAVIS OF VIRGINIA. If you could let me know that,
I would really appreciate it.

Ms. STILES. I believe it would be OMB that makes the deter-
mination.

Mrs. JO ANN DAVIS OF VIRGINIA. OK. Thank you very much, Mr.
Chairman.

Mr. TOM DAVIS OF VIRGINIA. Thank you very much. Mr. Wax-
man.

Mr. WAXMAN. Thank you, Mr. Chairman. Ms. Stiles, as you
know, a panel of experts chaired by GAO Controller General David
Walker has been established to examine the OMB circular A-76,
and they’re due to report to Congress on reforms next year. We’ve
heard those in support of the TRAC action we should wait until
next year before pushing for its passage so that we may have the
benefit of the panel’s report. On the other hand, the Bush adminis-
tration certainly didn’t take this approach.

As you mentioned in your testimony, in a March 9 memorandum,
OMB’s Deputy Secretary Sean O’Keefe expressed the President’s
commitment to review at least one-half of the Federal positions
listed on the FAIR Act inventory of commercial functions for pos-
sible contracting out. That translates to a cut in the Federal work
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force of as many as 425,000 people. Reducing the Federal work
force by 425,000 jobs certainly appears to be a broad change. I’m
curious to know why the Bush administration didn’t wait for the
panel’s report before choosing to aggressively promote contracting
out.

And before I ask you to comment on that, I want to point out
that from the beginning of its tenure, the Bush administration has
taken a series of antiworker actions. First, President Bush issued
a number of Executive orders, including one that eliminated the
National Partnership Counsel, which was created to improve labor
management relations throughout the Federal Government. Sec-
ond, the administration repealed their ergonomics rule and is
working to permanently delay implementation of the contractor-re-
sponsibility rule. Now the Bush administration is pushing for more
outsourcing. You’ve suggested you’re just opening the work to com-
petition, not automatically outsourcing; yet the March 9 memoran-
dum states that direct conversion is possible as an alternative to
public-private competition.

The Bush administration, in my view, should rescind this latest
policy of aggressive outsourcing and follow its own rhetoric. It
should wait until it has heard from the panel of experts about how
the Federal Government can improve, but certainly not abolish the
private-public competition process.

What’s your response?
Ms. STILES. Direct conversions are part of the A-76 circular, and

only direct conversions of less than 10 employees will apply. So if
you look at the competitive-sourcing goal, it’s a competitive
sourcing initiative. Competition is the key. It is not outsourcing.
The only two items that will apply are direct conversions of less
than 10 people, this is for fiscal year 2002, and A-76 public-private
competitions.

Mr. WAXMAN. There’s been repeated talk and pressure to reduce
the Federal work force; and those who call for a reduction in the
Federal Government, they said the Government will get smaller if
we have a smaller work force and taxpayers save money. But the
facts show that shrinking the Federal work-force does not shrink
the Federal Government because contractors are hired in place of
the Federal workers. Paul Light of the Brookings Institution esti-
mates a contractor work force is 5.6 million people strong and the
Federal work force is less than a third of that, at about 1.8 million
people. He further explains that except for DOD and DOE reduc-
tions due to the end of the cold war, the size of the contractor work
force is increasing rapidly, and the trend is to continue expansion.

With a contractor work force more than triple that the size of the
Federal Government, I find it troubling that some suggest we’re de-
creasing the size of government. Now President Bush wants to re-
duce the Federal work force by as many as 425,000 more people.
Do you have any guarantees that this further reduction will result
in a smaller Federal Government and save taxpayers dollars?

And before you answer that question, I want to add that I think
we’re heading in the wrong direction. The existence of 5.6 million
contractors is stunning. Sometimes agencies have to hire contrac-
tors to be the overseers of other contractors. OMB should be re-
viewing its policies to decrease its reliance on contractors. Also
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OMB should ensure that Federal workers are available as contract
managers. In addition, OMB should be measuring the Federal Gov-
ernment’s performance by quality, not by reductions in quantity.
And even if the goal is to reduce the Federal work force, which I
think is a misguided goal, we cannot suggest that we have made
such a reduction if we’ve added contractors to replace Federal em-
ployees.

What do you have to say to that?
Ms. STILES. I’m sorry. What is the question?
Mr. WAXMAN. Well, my question is, how do you respond to the

comment by Mr. Light at Brookings that we’re not reducing govern-
ment? And then do we have any guarantees that this further re-
duction in the work force will result in a smaller Federal Govern-
ment and save taxpayers dollars?

Ms. STILES. The A-76 Competitive Sourcing Initiative is part of
a much larger goal of the administration to link budget to perform-
ance. This isn’t an outsourcing initiative. We want to be able to re-
flect the true cost of contracting to the taxpayer. What A-76 does
is when you have the public-private competition, you get to see
what the true cost is, which you don’t get to see in the current
budget process. So it’s part of a much larger initiative that we’re
looking at right here. I think several people from OMB have spo-
ken earlier this week on our move for full cost budgeting.

Mr. WAXMAN. Well, let me ask you to respond to that first ques-
tion I asked you and that’s, why isn’t the Bush administration
waiting for the GAO report on this whole subject before moving ag-
gressively in the area of reducing the work force of the Federal
Government?

Ms. STILES. We’re not aggressively moving to reduce the work
force. We’re moving for competition for the goals of savings, innova-
tion and improved performance, as well as improved management.

Mr. WAXMAN. I know, but GAO will tell us whether we’re really
get savings and efficiency and all of those good goals. We ought to
find out their evaluation of what we’ve done to this point first.

Ms. STILES. We are actively participating in the GAO review
panel, but we’re not going to wait for the benefits of competition.

Mr. WAXMAN. Well, my time is up. I think you’re not waiting
until you get the benefits of the information that I think would give
you a better basis for making a decision as to what direction to
pursue. Thank you, Mr. Chairman.

Mr. TOM DAVIS OF VIRGINIA. Just to go on with what Mr. Wax-
man was saying, if I could continue. One of the major concerns—
and I think I expressed this in my early concerns—I think I was
allayed with what you said, but let me make sure I understand.
Cutting Federal employees doesn’t mean you save a nickel. You
agree with that. Correct?

Ms. STILES. Absolutely.
Mr. TOM DAVIS OF VIRGINIA. I mean, the real question we ought

to ask is not how many Federal employees you have or don’t have,
but how much money are we saving the taxpayers. And I think I’ve
heard at least from this panel a unanimous agreement that just by
competing out, even if it’s kept in-house, it gets more efficient by
having to go through the competition. Is that, at least on this
panel, is that how it’s felt?
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Ms. STILES. Absolutely.
Mr. TOM DAVIS OF VIRGINIA. But ultimately I think the previous

administration set some arbitrary numbers. We had some problems
in our district where a number of people were going to be cut from
the Federal work force as if this somehow accomplished something
good. And at the end of the day, we’ve got to ask did you save any
money by it. And it’s something this subcommittee’s got to watch
because we’re interested in savings, absolutely. But I am not sure
that you can always equate getting rid of Federal positions as sav-
ings.

And you have to make that case, and I think how we measure
that is, as I read the study from GAO, we’re not always accurate
in terms of how we determine that. We need to look for better ways
to do that. Certainly, from the Federal employee community,
there’s a concern that some of these go out; and you track it 3, 4
years later as the work orders change, it’s very difficult to measure
if you’ve got real savings or not. And I think you can understand
that.

Ms. STILES. I think a large part of the problem was, as I was try-
ing to describe, is that we don’t have full cost budgeting right now.
A program manager in the Federal Government can’t make a ra-
tional decision based on the true cost to the taxpayer because of
the current budget process, and we are trying to change that. We
are trying to reflect the true cost so they will know and be able to
make a rational decision on what should be performed, and by
whom.

Mr. TOM DAVIS OF VIRGINIA. OK. The FAIR Act by publishing
yearly inventories of commercial functions by positions has made
commercial activities within the Federal Government transparent.
What efforts does OMB plan to provide the same transparency with
the contractor work force? Do you understand what I’m saying?

Ms. STILES. No. Can you repeat that?
Mr. TOM DAVIS OF VIRGINIA. Yeah. We publish yearly inventories

of commercial functions by positions within the Federal Govern-
ment. OK? And you do that under the FAIR Act. On stuff that’s
already outsourced, are we reviewing that to make sure that this
meets the same criteria in looking at bringing some of that in-
house or not?

Ms. STILES. There has been initiative within the Army,
which——

Mr. TOM DAVIS OF VIRGINIA. All right. Maybe Mr. Dubois, are
you familiar with that?

Ms. STILES. But I can also say——
Mr. DUBOIS. I’m not familiar with the specifics of the Army.
Mr. TOM DAVIS OF VIRGINIA. Well, could you look at that and get

back with us.
Mr. DUBOIS. I certainly will.
Mr. TOM DAVIS OF VIRGINIA. I think everybody needs to under-

stand all the rules. This is very complicated. I’ve been doing it for
years, and there’s still things I don’t understand.

Ms. STILES. I mean, as a general proposition, we know the serv-
ice dollars that are being contracted. I think the cost of determin-
ing the contract employees far out weights the benefits of knowing
that number. I mean, the cost to determine that is rather substan-
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tial, and ultimately it comes back to the taxpayer because contrac-
tors, if they’re going to have to tell us those numbers, are simply
going to charge us more for the goods and services they’re provid-
ing.

Mr. TOM DAVIS OF VIRGINIA. Let me ask you this: in recent years
there’s been a significant emphasis on reducing the size of govern-
ment. To what extent are FTE ceilings, full-time equivalent em-
ployee ceilings, on the Federal Government or civilian work force,
either implicitly or explicitly forcing agencies to contract for serv-
ices? Have you seen any of that?

Ms. STILES. No, and that is not certainly any part of our initia-
tive.

Mr. TOM DAVIS OF VIRGINIA. It’s not in here. It has been, though.
It was previous to this that there were FTE goals that were sent
out, both by Congress and the administration.

Ms. STILES. We do not believe the agency—Department should be
managing based on FTE ceilings.

Mr. TOM DAVIS OF VIRGINIA. OK. Mr. Holman, you agree with
that?

Mr. HOLMAN. I think in the past we’ve seen concerns on the part
of government workers the perception that there were artificial
ceilings that were forcing work to go out of house. It’s one of those
things that’s difficult to gauge. But to the extent there are, you
know, arbitrary ceilings or artificial cuts mandated in the Federal
work force that aren’t necessarily tied to specific reductions in
work, I think it fosters that perception.

Mr. DUBOIS. Mr. Chairman, if I might, both in the public and in
the private sector, I’ve seen these so-called head-count exercises. In
fact, as a practical matter, the Congress requires the Department
of Defense to submit every year a management report on how
many folks are in their so-called headquarter units and components
beginning with, obviously, the Office of the Secretary of Defense.
My view, and I think the view of the Secretary, is that to utilize
only that metric—the metric of head-count and not the metric of
how much we’re spending to get what level of service doesn’t make
much sense.

Mr. TOM DAVIS OF VIRGINIA. Last question for the GAO here.
Could you report to the subcommittee, not today, all of the report-
ing and the auditing requirements that contractors have to comply
with today when they’re contracting with the Department of De-
fense. That would be helpful for us. And if you could then say also
with the civilian agencies and just look at what we are asking
them to do in terms of getting information back to us on these, that
would be helpful to us. As you know, we end up getting charged
for this.

Mr. HOLMAN. Dealing with the A-76 process?
Mr. TOM DAVIS OF VIRGINIA. Contract-wide.
Mr. HOLMAN. OK. We can work with you on that.
Mr. TOM DAVIS OF VIRGINIA. And in general there are going to

be obviously specific contracts where you’re asking for other items
and stuff. But we’d like to understand what burden we’re putting
on contractors in terms of reporting back; what information we’re
getting; is it the right information; should we be getting additional

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00107 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



104

information, or is there some information here that’s maybe not
useful.

Mr. HOLMAN. OK. Yes, sir.
Mr. TOM DAVIS OF VIRGINIA. I thank you. I’m sorry. Mr. Kan-

jorski.
Mr. KANJORSKI. Thank you very much, Mr. Chairman. The testi-

mony I’ve heard so far sort of concentrates on cost and quantity,
the cost to the Government and the quantity of employees, or the
private sector contractor employees. I’m more interested, have you
done any followup, Mr. Holman, on the effect of quality? Let me
give you an example. If we wanted to save in congressional offices,
we’d just adopt a policy that we fire an entire staff every 2 years
and rehire them, because they’d never have to be paid an incre-
mentally higher amount. But then we’d be trading off some experi-
ence and some quality that we assume employees gain over a num-
ber of years of performing a certain task. Are you examining the
loss of quality in the Federal work force that occurs by this shifting
to the private sector?

Mr. HOLMAN. Well, Mr. Kanjorski, we’ve done some case studies
ostensibly to try to get information on what happens to costs. We’ve
also been sensitive to that issue of quality of service being pro-
vided; and certainly, you know, we’ve seen cases here or there
where there have been contractor problems, contractor default. But
they’ve been the minority of cases that we’ve looked at. I mean, one
of the benefits of the A-76 process is that agencies are required to
put in place a management plan to oversee these contracts. And
again—and it’s been a limited number we’ve been able to look at;
but where we looked at them, the quality has pretty much been
there.

Mr. KANJORSKI. OK. Well, I’m curious. I could give you a sugges-
tion to the Defense Department. A number of years ago, I went
through your educational program and it’s probably 9,000 teachers
in the Defense Department. Many of them have 20, 30 years of ex-
perience. They’re exceptional. You could fire them all and hire re-
cent college graduates and save an enormous amount of money,
probably 50 percent. Now, I don’t know what the tradeoff is there.

But let me talk about something that does disturb me and that
is recently we sent helicopters to Kosovo, and I think they were on
the ground for at least 60 or 90 days and never took off. And as
I understand, the reason is that they were not maintained and
ready for combat service, because all of the maintenance and serv-
ice for most type of facilities and most aircraft in the Defense De-
partment are provided by contractor employees not government
employees. Now, I was astounded to find out that we’re sending
combat forces into combat zones, and we have to bring contract em-
ployees to service them. I can’t believe that’s a moving Army. And
if you can justify that in the name of savings, I’ve got a good deal.
China Inc. has offered to maintain the entire Air Force of the
United States at a much cheaper price. They’ll even build the
planes for you cheaper. But is that where we want to go?

Mr. DUBOIS. No, I don’t think that’s where we want to go, Con-
gressman. I would suggest that particular situation, which is in an-
other component other than mine, the helicopters and the mainte-
nance contracts——
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Mr. KANJORSKI. Well, is that correct or not?
Mr. DUBOIS [continuing]. Were not the Department of Defense.

They were another agency.
Mr. KANJORSKI. They were what?
Mr. DUBOIS. They were not Department of Defense contracts, as

far as I understand. They were another agency’s contracts.
Mr. KANJORSKI. They weren’t the Air Force?
Mr. DUBOIS. Not to my knowledge.
Mr. KANJORSKI. Do we have a helicopter service or something?
Mr. DUBOIS. No. You might address your question to the Drug

Enforcement Agency.
Mr. KANJORSKI. I’m sorry.
Mr. DUBOIS. You might address your question to the Drug En-

forcement Agency as opposed to——
Mr. KANJORSKI. In Kosovo it was the Drug Enforcement Agency?
Mr. DUBOIS. No. I’m sorry. I thought you were talking about

South America.
Mr. KANJORSKI. No, I was talking about Kosovo. We put in 90

Black helicopters, or whatever they call them.
Mr. DUBOIS. Blackhawks.
Mr. KANJORSKI. None of them flew in combat because they were

not ready for combat and because we did not have the maintenance
force in place to service them. That’s what my understanding was.

Mr. DUBOIS. I think it’s a legitimate question. I’ll get you an an-
swer on that. It’s an area outside my component.

Mr. KANJORSKI. OK. Am I correct that all these military bases
across the country, the military does not provide the maintenance
work force; but, in fact, those are all private contracts out there?

Mr. DUBOIS. To my knowledge that is not correct, sir.
Mr. KANJORSKI. OK. Do you know what number is privately con-

tracted out?
Mr. DUBOIS. No, I don’t. I’ll get that answer for you.
Mr. KANJORSKI. OK. I would suggest there is a military base out-

side of Boston, MA, that has 1,500 aircraft maintenance people.
They’re all private contractors. They’re not government employees.
Now, I haven’t checked the others; but I’d like you to look into that
because I think it goes right down to the level of what I’m talking
about, quality, and providing the needed operation. I’ve got a facil-
ity in my district that’s a depot and it’s an electronic depot. And
now they’re allowing contractors to provide throwaway items that
do not meet military specifications. And a lot of this equipment’s
going to get into the field and not work. And what are we going
to do about this? We have billions of dollars and a strong Army to
move; but all because of this cost, and I don’t not want to save
costs.

But carried to its ultimate result, we should hire the Chinese
Army. It’d be a lot cheaper in defense. And I’m afraid in govern-
ment we’re getting carried away. Ms. Stiles, I’m not picking on you.
But a couple of years ago, one of the administrations wanted to re-
place the IRS accounting with private contracting firms. And it
makes eminent sense. You could make a great argument about it.
But I can tell you, I’m one of the taxpayers that doesn’t want a pri-
vate contractor person knowing what my income tax statement is.
And there’s confidential information in government all the time
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that is given to government because they can lose their jobs; they
can be prosecuted. They have to perform a standard to keep their
job. But you’re looking at it from a dollar sense. Your paycheck,
you know, do you want a private contractor to provide that pay-
check and know everything about you? It’s up to you. I don’t par-
ticularly think that’s always the best quality of service.

Mr. TOM DAVIS OF VIRGINIA. Thank you. The gentleman’s time
has expired.

Ms. STILES. If I can address that?
Mr. TOM DAVIS OF VIRGINIA. Sure.
Ms. STILES. I think even if there were not any cost savings asso-

ciated with our competitive sourcing initiative, there is so much im-
provement in management and performance and innovation it
would probably be worthwhile if there weren’t the savings there.

Mr. KANJORSKI. Why don’t you start on the management side, as
Mr. Waxman said, and wait for the review board to come back be-
fore we start putting in these new Executive orders and change the
system?

Ms. STILES. We don’t have any new Executive orders, and we
were working with the GAO review panel; and we intend to con-
tinue to do so.

Mr. TOM DAVIS OF VIRGINIA. The gentleman’s time has expired.
Ms. Davis.

Mrs. JO ANN DAVIS OF VIRGINIA. Yes, I just have one quick ques-
tion, Mr. Chairman. Ms. Stiles, you stated when I asked the ques-
tion earlier on the TRAC legislation that OMB will determine the
national security interest. Currently with the outsourcing, who de-
termines whether something is national security interest when
they hire, you know, when they outsource it?

Ms. STILES. If it’s an inherent governmental function, it is not
subject to A-76.

Mrs. JO ANN DAVIS OF VIRGINIA. Would maintenance of aircraft
be considered national security interest?

Ms. STILES. I’m assuming the determination is probably made by
the Department of Defense.

Mr. DUBOIS. Right. And certain aircraft are maintained by the
original equipment manufacturer. Other aircraft are maintained in
our depot systems, and that is determined by the service chief in
each individual service.

Mrs. JO ANN DAVIS OF VIRGINIA. Thank you, Mr. Chairman.
Mr. TOM DAVIS OF VIRGINIA. Mr. Cummings.
Mr. CUMMINGS. Thank you very much, Mr. Chairman. Ms. Stiles,

and all of you, I thank you for being here. And Ms. Stiles, I want
to pick up where you left off question before last. You said even if
there wasn’t cost savings—could you repeat that for me?

Ms. STILES. This initiative would be worthwhile even if there
weren’t savings associated with it because what we see through
public-private competitions is significantly improved management,
be that on the private sector side or in in-house organizations. We
see innovations, and the benefits are significant. It’s not just cost
savings.

Mr. CUMMINGS. And I’m sure that you could refer us to the re-
ports that you’re talking about so we have a basis for what you just
said?

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00110 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



107

Ms. STILES. Well, I think Mr. Holman, a few minutes ago, was
talking about the quality; and I think they have said that the qual-
ity is good. But I would certainly submit for the record.

Mr. CUMMINGS. Yeah, I’d like to know what you base your opin-
ion on. OK?

Ms. STILES. OK.
Mr. CUMMINGS. One of the things I guess that has always con-

cerned me—and as I walked up the hall to see all the people in the
hallway and I have a lot of Federal employees in my district, it
seems like so often what happens is Federal employees get a bad
rap. And I think that—and these are hard-working Americans who
give so much to their country. They are the glue to keep our coun-
try together. And sometimes I really begin to wonder about wheth-
er we are true to them as they are to us.

And then I look at a situation where just yesterday it was re-
ported by the General Accounting Office that there were some
health care contractors who were taking seminars given by consult-
ants on how to take advantage of Medicare and Medicaid through
questionable billing techniques. And then a matter that I’m very
close to since I’m the ranking member on our Criminal Justice Sub-
committee, Ogilvie and Mather, who was contracted by the Federal
Government to produce some—we contracted with them, this ad-
vertising agency, to do some work for us with regard to our anti-
drug messages. And they have been referred to the Justice Depart-
ment by this administration.

Can you tell me what guidance your office has given agencies to
insure that the proper contract—the managers are in place to avoid
this kind of abuse? Because we should be just as upset about peo-
ple, private contractors who allegedly, in this case, abuse the sys-
tem, misuse our tax dollars that we’ve worked hard to give to the
Government. We should be just as concerned about them as we are
about the things that you’re talking about today. And since these
are folks—and we spent millions, millions upon millions of dollars
for an ad agency to put out ads to help our children, to save their
lives, to keep them off of drugs. And now we’ve got a referral by
the Bush administration to the Justice Department. So help me
with that.

Ms. STILES. I think there are always going to be problems, but
hopefully they’re ones that we can solve through our current Fed-
eral acquisition system. I think your first reference was to the
Medicare contractor; is that correct?

Mr. CUMMINGS. Yes.
Ms. STILES. Medicare contracts are not governed by the same

rules that other contracts are governed by the Federal acquisition
regulation. Hopefully, though, those regulations do work. And the
system does work most of the time. And to the extent it doesn’t,
I think we need to try and fix it.

Mr. CUMMINGS. I mean, are you doing anything to—again, my
question was, what guidance are you giving OMB as to how to deal
with these agencies to ensure that these kinds of things don’t hap-
pen?

Ms. STILES. Well, I mean, we have a whole set of regulations that
we work with all of the civilian agencies to implement to make
sure that we have a procurement system that works. And the en-
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tire Federal acquisition regulation is there to ensure that we pro-
vide—that the contracts that we have are good contracts and run
efficiently and effectively and that we avoid these problems. But I
think they are going to happen sometimes.

Mr. CUMMINGS. Now, going back to my first statement, when
you’ve got people who have worked hard for the Government for
many years, who have tennis shoes to buy this September, who
have to feed their families, and who have done a good job over and
over again, I mean, I’m just wondering what’s the Bush adminis-
tration’s feeling about them, like the people who are sitting behind
you, all of whom represent families——

Ms. STILES. Absolutely. I don’t think——
Mr. CUMMINGS [continuing]. Just like you do.
Ms. STILES. Actually, I don’t think our feelings are any different

than yours.
Mr. CUMMINGS. I’m sorry. I didn’t hear you.
Ms. STILES. We fully support the Federal work force. My experi-

ence has been with the acquisition work force before coming to this
job, and it’s been an excellent experience. We have good workers
out there.

Mr. TOM DAVIS OF VIRGINIA. OK. Thank you very much. The gen-
tleman’s time has expired. Mr. Kucinich.

Mr. KUCINICH. Thank you very much, Mr. Chair. I want to thank
the Chair for his indulgence in allowing me to ask a few questions,
and I want to thank the panelists for their participation. Mr.
Chairman, I just want to start out by explaining that I have a situ-
ation back in my home district in Cleveland, OH, where the De-
fense Financial and Accounting Service [DFAS], employs about 450
people in Cleveland who perform retiree and annuitant pay func-
tions for the military. This operation was recently contracted out
through an A-76 review to a company called ACS Government So-
lutions Group. And apparently, this firm has said that it’s going to
provide savings to the Government over the next 10 years. So this
conclusion is certainly subject to close consideration.

I would like to ask a question to Ms. Stiles. Do agencies monitor
the type of wage-and-benefits package contractors offer their em-
ployees once work is outsourced?

Ms. STILES. As a general proposition, no. There has been an
initiative——

Mr. KUCINICH. Could you speak closer to the mic?
Ms. STILES. Certainly. As a general proposition, there has been

a general initiative——
Mr. KUCINICH. There has been an initiative?
Ms. STILES. Yeah, to take a look at the contractor work force. So

we’re going to have to get back to you.
Mr. KUCINICH. So what’s your answer, that you really haven’t

monitored it, but you’re going to?
Ms. STILES. No. There’s been an initiative that was recently sus-

pended within the Army to take a look at the contractor work force,
the number of contractor employees that are working, as well as
some more of the specifics. I mean, there was an initiative to collect
some of the data, but aside from that, no.

Mr. KUCINICH. So I’ll just go over the question again because this
question is phrased, as you know, quite deliberately; and I just
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want to make sure I have your right response. Do agencies monitor
the type of wage-and-benefits packages contractors offer their em-
ployees once the work is outsourced?

Ms. STILES. As a general proposition, no.
Mr. KUCINICH. No. OK. Isn’t it possible that companies like ACS

Government Solutions out-bid Federal workers by providing less
compensation to employees over the life of the contract?

Ms. STILES. I believe that’s possible, yes.
Mr. KUCINICH. OK. The Economic Policy Institute reports that

more than 1 in 10 Federal workers earn less than a living wage.
Now, isn’t it possible that contractors realize savings by fighting
unionization and otherwise violating the spirit of labor laws?

Ms. STILES. I’m sure that they are paying the wage based on the
competitive pressures that they face.

Mr. KUCINICH. OK. And do you think this puts the Government
in this difficult position of being in the business of saving money
on the backs of workers who are also U.S. taxpayers, who are loyal,
who are well trained, who are honest and who are, you know, being
supervised under government laws and regulations. I mean, does
that—how do you respond to that?

Ms. STILES. I think the dynamic of competition benefits everyone,
particularly when we’re looking at this A-76 initiative. We’re look-
ing at cost-savings improved-performance innovation. It’s a benefit
to everyone involved.

Mr. KUCINICH. OK. Thank you. Do any of the agencies monitor
how contractors treat their employees once they receive work?

Ms. STILES. No, not that I know of.
Mr. KUCINICH. And Mr. Holman, has GAO conducted any such

study?
Mr. HOLMAN. Congressman, we’ve done some work to try to

evaluate what happens to the pay and benefits of Federal employ-
ees that are affected by A-76 studies. It’s more on a case-study ap-
proach. And I have to say that as a result of it we have to say we
can’t draw universal conclusions what happens, because it varies
with so many factors. A lot of it has to do with the locality where
the action takes place, the technical nature of the work. A lot of
it has to do with the age of the Federal employees.

Mr. KUCINICH. Well, I’d like to—I can appreciate there are vari-
ables. Now, according to the numbers I have from the DOD, of the
286 A-76 reviews it conducted over the last 5 years, only 8 of them
were on work performed by contractors. Would GAO be receptive
to a request from, perhaps, the ranking member, with his indul-
gence or from any member of the Government Reform Committee
to do such a study which deals with the type of wage-and-benefit
packages that are offered employees once they’re outsourced and
also to look at some of these issues that are raised here with re-
spect to how contractors treat their employees once they receive
work?

Mr. HOLMAN. We’re certainly receptive to doing more work in
that area as needed. But let me say that, you know, we have
looked at that issue and we’ve seen instances where employees, as
a result of the contracting action, the work is outsourced they may
make less. They may make more. One of the difficulties, again, is
with the age of the Federal work force, so many nearing retirement
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age. When a contract, an A-76 action, happens, an award goes to
the private sector, the contractor is anxious to have those workers.
That’s how they’re going to build their work force, a skilled work
force, if they can.

Mr. KUCINICH. I know my time’s expired.
Mr. TOM DAVIS OF VIRGINIA. It is.
Mr. KUCINICH. I want to thank the Chair, and I just want to say

that my concern would be that it’s easier to pay younger workers
less and get rid of dedicated older workers. I’ll send a followup let-
ter to GAO. I want to thank the Chair for his kindness.

Mr. TOM DAVIS OF VIRGINIA. Let me just say from my perspective
I think one of the problems is that we have too much oversight of
some of these contractors in terms of what they’re paying, how
much they can pay benefits. In my experience back before I came
here, I saw just a lot of overregulation, sometimes from auditors
and stuff looking at things that had no bearing at all on what level
of service the Government was getting or how much they were pay-
ing and trying to tell companies how they had to run their busi-
ness. So Mr. Kucinich thinks we don’t have enough regulation. One
of the questions I asked before is maybe we have too much in that
area. So we have divergent opinions on that. But you’re going to
hear that because we have a lot of different opinions up here today.
I appreciate your indulgence. Anything anybody wants to add be-
fore I dismiss this panel and move on to the next?

Mr. DUBOIS. I think there is one issue that has now been raised
both by Mr. Cummings and Mr. Kucinich, and that is a concern
that I have about the fabulous quality that we have in the Federal
work force today, which is very close over the next 5 years, a large
percentage of that Federal work force, that quality work force is el-
igible for retirement. And one of the ironies here may very well be
that the only way to access that quality work force is after they vol-
untarily retire is contract for them.

Mr. TOM DAVIS OF VIRGINIA. One of the other parties—I think
we talked before about some of the incentives we have within the
existing Civil Service structure to retain good employees in their
early career and given the career path. The current Civil Service
system doesn’t really allow what we need to do in those areas. But
you’re right, the next 5 years are a huge test for us; and because
of some of the revolving-door arguments that have been put in by
preceding Congresses, the only way we can access some of these
people is to move them out into the private sector. Mr. Turner has
a couple of questions, and then we’ll let you go.

Mr. TURNER. Ms. Stiles, you mentioned earlier in your remarks
and testimony that there is a new change in the A-76 procedure
that will permit interagency servicing agreements to be open to
competition and it would be published tomorrow in the Federal
Register. Is that an invitation for comment, or is that a directive
that this change will occur?

Ms. STILES. Invitation for notice and comment.
Mr. TURNER. And Mr. Holman, from your perspective—obviously

we’ve talked about DFAS, the Defense Finance and Accounting
Service—and Mr. Kucinich referred to it having lost a contract to
the private sector. That agency, as we mentioned earlier, does a lot
of interservice, or interagency servicing, of the checks and those
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kind of things for other agencies. Do you happen to know why
interagency servicing agreements were exempt initially from A-76?

Mr. HOLMAN. I’m not sure why they were exempted other than
perhaps there was probably an interest at a point in time to en-
courage interservicing as a way to take advantage of capabilities
that existed across agencies to achieve efficiencies that way. That
would be just speculation on my part, though.

Mr. TURNER. I know you may not have been familiar with the
news just announced, but it seems to me that this is going to be
a—quite a difficult area to move into. I’m sure DFAS has made a
significant investment in equipment and personnel to handle the
interagency servicing agreements that it does currently manage;
and obviously, we want those kinds of interagency agreements to
work as efficiently as possible. But in truth and fact, whatever pay-
ments are being made by other agencies for that service is going
back into the Treasury as a result of the interagency agreement.

So it seems to create quite a much more difficult area to analyze;
and, in fact, if some of our agencies begin to lose interagency con-
tracts, the investments in equipment and personnel and training
that have been made may create losses to us that will be difficult
to evaluate, as well as we may lose economies of scale that exist
perhaps in DFAS that performs those services for a large number
of Federal agencies.

So I would be interested if you have any concerns about moving
into that area of interagency servicing agreements.

Ms. STILES. Can I clarify the scale that we’re looking at here?
These are only interagency service support agreements that were
entered into prior to 1997, so the universe is smaller than you
might think. Ones after that point in time are subject to competi-
tion. So this is just removing a grandfathering provision.

Mr. TURNER. And would that affect DFAS?
Ms. STILES. Yes.
Mr. TURNER. OK.
Ms. STILES. To the extent that the agreement was entered into

before 1997.
Mr. HOLMAN. Right. Again, I think the driving factor behind the

A-76 process is—the forcing action is competition as a way to
achieve greater savings, whether the existing government—obvi-
ously, the current activity is competing for that, continuing that
work. Again, that’s why so many of the competitions are won by
the in-house organizations. Where they lose—again, many of the
contractors are very anxious to try to recruit the former govern-
ment employees because they do see that as an experienced base
of workers.

Sometimes it’s difficult to attract those workers, though, because
many of them are in that age group of that it’s just a few years
of retirement and they don’t—they’re wanting to seek that retire-
ment under the Civil Service Retirement System or the FERS sys-
tem. So that does make it difficult to track those workers at times.
But on the other hand, our work has shown that many workers do
retire and many of them do go work for these contractors and can
fare rather well. I’m sure you know it’s a mixed bag. Again, it’s
very difficult to draw universal conclusions, but you do see a range
of actions that many times are very positive.
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Mr. TURNER. Thank you, Mr. Chairman.
Mr. TOM DAVIS OF VIRGINIA. Thank you very much. Let me

thank this panel very much. Ms. Stiles, thank you very much for
being here, your first day back. I think you did a great job. I hope
the administration ought to be proud of what you’ve done.

Ms. STILES. Thank you.
Mr. TOM DAVIS OF VIRGINIA. We look forward to working with

you, and I think you can hear the array of views we have up here
in the Congress on these issues that we can synthesize and work
with over the next 2 years. So we thank all of you very much.

Mr. TOM DAVIS OF VIRGINIA. Let’s take a 2-minute break as we
move the next panel up. Anybody who will be on the next panel
need to refresh themselves or anything here before we get on be-
cause I know you’ve been sitting here a long time, we’ll be happy
to accommodate you. All right. It’s customary to swear in our wit-
nesses. If you would just rise and raise your right hands.

[Witnesses sworn.]
Mr. TOM DAVIS OF VIRGINIA. We have your full statements, and

they will all be made part of the record. What I would ask is try
to limit your comments to 5 minutes, and then we’ll have plenty
of time for some questions and some give and take. I’m sorry it’s
been so late getting to you, but this is really the heart of the panels
right here. We’re going to get some different ideas on these issues
and go back and forth. And let me just say in advance we really
appreciate everybody taking the time to be here.

Mr. Harnage, we’ll start with you, and we’ll work straight on
down. Thank you for being with us.

STATEMENTS OF BOBBY HARNAGE, NATIONAL PRESIDENT,
AMERICAN FEDERATION OF GOVERNMENT EMPLOYEES;
COLLEEN KELLEY, NATIONAL PRESIDENT, NATIONAL
TREASURY EMPLOYEES UNION; PATRICIA ARMSTRONG,
MEMBER, FEDERAL MANAGERS ASSOCIATION; PAUL
LOMBARDI, PRESIDENT AND CHIEF EXECUTIVE OFFICER,
DYNCORP, PROFESSIONAL SERVICES COUNCIL; TIMOTHY
PSOMAS, PRESIDENT, PSOMAS, AMERICAN CONSULTING EN-
GINEERS COUNCIL; AND COLONEL AARON FLOYD (RET.),
PRESIDENT AFB ENTERPRISES, INC., RETIRED MILITARY
OFFICERS ASSOCIATION

Mr. HARNAGE. Mr. Chairman and members of the subcommittee,
the AFG represents over 600,000 Federal and D.C. Government
employees across the Nation and around the world. And, Mr.
Chairman, last year you promised us that we would have a hearing
on our TRAC Act, and I want to thank you and let you know I ap-
preciate this opportunity to appear before this committee. My writ-
ten testimony includes a detailed discussion on the need for prompt
passage of the TRAC Act, a comprehensive Federal service contract
and reform legislation that has been cosponsored by 185 law-
makers, and it’s supported by 103 organizations that represent
over 15 million Americans.

Mr. Chairman, it is clear to us that OMB is working hand in
hand with contractors to sell off the Government. Over the next 4
years, the jobs of 425,000 Federal employees will be tossed up for
grabs, either directly converted to contractor performance without
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public-private competition or be subjected to public-private com-
petition. No one knows what the mix will be, but it’s fairly obvious
the intent of the message.

The failure of agencies to carefully track the more than $100 bil-
lion already spent on service contracts is well documented. Never-
theless, OMB is directing agencies to undertake massive increases
in service contracting-out without first establishing systems to
readily track the cost of this scheme. Although OMB officials say
they favor public-private competition, their policies tell the real
story. They’re encouraging agencies to use direct conversions to ful-
fill their arbitrary quotas of reviewing under A-76 the jobs of
42,000 Federal employees in fiscal year 2002 and another 85,000
in fiscal year 2003, a process that deprives Federal employees of
the opportunity to compete in defense of their jobs.

If the savings are in the competition, as OMB officials contend,
and not in contract amount, why eliminate the competition, espe-
cially given that we win approximately 60 percent of those peti-
tions? Or is that the reason for direct conversions? OMB officials
are also very selective about how they use public-private competi-
tions. Not a single job in the massive service contractor work force
will be reviewed for public-private competition or direct conversion
over the next 4 years.

And there is no sign that OMB will allow Federal employees op-
portunities to compete for new work. OMB insists that whether or
not Federal employees should be allowed to compete for new work
or work currently performed by a contractor is a decision that must
be left to agency discretion. However, it does not leave that same
discretion to the agencies when it comes to Federal employee work.

Let’s look at the facts. For years contractors have acquired al-
most all of their work without public-private competition. And for
years, contractors’ work is almost never subject to the scrutiny of
the A-76 process. The evidence that its agencies have abused their
discretion to not allow Federal employees opportunity to complete
is simply undisputable. Federal employees have paid a steep price
for these failures, and the interests of every single American who
relied on Federal Government services have not been well served
either.

That’s why AFG is a strong supporter of the TRAC Act because
it would require the agencies to establish systems to track the cost
of service contracting. And it will ensure that Federal employees
have opportunity to compete for our work and new work as well as
contracted work to the extent that they compete for ours. By ensur-
ing that agencies can run themselves like businesses, and always
at least considering the possibility of in-house performance before
giving work to contractors, the Federal Government can improve
contract administration and begin recovering from the human cap-
ital crisis, the natural results of years of mindless downsizing and
indiscriminate service contracting, the self-inflicted crisis we face
today.

I also ask the subcommittee to support two additional pieces of
legislation, the legislation referred to by Congressman Gutierrez of
the Federal Living Wage Act, and I also urge the subcommittee to
include in this year’s defense authorization bill Representative
Charlie Gonzales’s bill to establish fairness and equity by providing
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standing to DOD employees to contest bad A-76 decisions before
the Federal claims court or the General Accounting Office.

As you know, the TRAC Act has won the allegiance of Federal
employees across the Nation and around the world because it is our
best hope of finally making Federal service contracting fair to Fed-
eral employees and accountable to the taxpayers. Today, in this
hearing room and out in the hall, we have employees from Maine
to Georgia, from Virginia to Wisconsin, from Kentucky to Oregon.
They do not want to work for an employer driven by the bottom
line. They want to work for their country and provide the best serv-
ice to the American public.

Although there will be a comparison bill introduced in the very
near future, possibly today or tomorrow in the Senate, Mr. Chair-
man, I look forward to working with you and to move this impor-
tant piece of legislation. Thank you for this opportunity to appear
before the subcommittee, and I’ll be glad to answer any of your
questions.

Mr. TOM DAVIS OF VIRGINIA. Mr. Harnage, thank you very much
for being here.

[The prepared statement of Mr. Harnage follows:]
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Mr. TOM DAVIS OF VIRGINIA. Ms. Kelley.
Ms. KELLEY. Thank you, Chairman Davis, ranking member

Turner, the subcommittee. As the national president of the Na-
tional Treasury Employees Union, I want to thank you for the op-
portunity to testify today on behalf of NTEU members across the
country, Federal employees, 150,000 strong who do the work of our
Federal Government every day. We are here to debate who should
deliver government services and what the process should be for
making that determination.

I’m sure we can agree on a couple of things. We can agree that
government services should be delivered to the American taxpayers
in the most reliable, most efficient, and most cost-effective manner.
We can agree that steps need to be taken to resolve the Govern-
ment’s human capital crisis to ensure that there are Federal em-
ployees to deliver the work of the Federal Government in the years
ahead. And we can agree that taxpayers rightly demand and expect
that there is accountability for how their tax dollars are spent on
delivering services.

When it comes to accountability and oversight of the Federal
work force there is crystal clear transparency. There is very little
we do not know about the quality and the costs of the government
services that are delivered by Federal employees.

However, we know virtually nothing about the contractor work
force and the work being done by contractors. What we do know
is often based on reports from the media, sometimes successes of
course but more often problems. One was referenced earlier by Mr.
Cummings concerning the Washington Post article on the advertis-
ing agency that’s producing anti-drug messages for the Govern-
ment.

We also learned earlier this year that a contractor hired by the
IRS mistakenly mailed out forms that contained confidential tax-
payer information to the wrong taxpayers, and just this week the
Boston Globe reported that a contractor hired by the IRS has lost
checks from 1,800 taxpayers.

Now, there should be the same level of transparency and ac-
countability for the work performed by contractors as there is for
–7e work performed by Federal employees. Before Congress even
considers methods to change Federal accounting procedures or Fed-
eral contracting procedures, the taxpayers deserve to know exactly
how their tax dollars are being spent on current contracts.

Even though more dollars are doled out every year for contractor
work than is spent on the Federal work force, there is little or no
oversight of the Federal contracts once they have been awarded.
We need to get a better handle on the current contracts under a
new system, and NTE believes the way to do that would be for
Congress to support and approve the TRAC Act, which of course
would require agencies to implement systems to track whether cur-
rent contracting efforts are saving money, whether the contractors
are delivering services on time and efficiently and that when a con-
tractor is not living up to his or her end of the deal that the gov-
ernment work is then brought back in-house.

Unfortunately, even though no new accountability procedures
have been adopted, the administration has taken the extreme ac-
tions that will undoubtedly exacerbate this problem with contract-
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ing out and the lack of oversight. For example, OMB recently di-
rected agencies to include inherently governmental jobs on the fair
inventory lists to be submitted this month. Inherently govern-
mental work was deliberately excluded from the scope of the FAIR
Act because there was a bipartisan consensus that inherently gov-
ernmental work should be performed by Federal employees. If it is
listed, it will just be a matter of time before contractors are per-
forming inherently governmental jobs.

It is very, very difficult to assign cost values to the protection of
the privacy of America’s taxpayers, to the security of our Nation in-
ternally and externally, or responding to the economic or unknown
crisis in the future. But the question is, is it worth the long-term
risks to our Nation to shut the Government out of the government
service business. I think the answer is no.

NTE agrees with your concerns, Mr. Chairman, on the recent
OMB directive to agencies that at least 5 percent of the jobs on the
FAIR Act inventories must be either put up for competition or di-
rectly converted to the private sector without competition during
fiscal year 2002, and the administration will then direct agencies
to open up 10 percent of the jobs in 2003 as part of a larger effort
toward the 425,000 Federal jobs that have been targeted. But how
can the administration set these arbitrary quotas without first
evaluating their impact on an agency’s ability to deliver the serv-
ices? Quotas are not the answer.

Furthermore, since many agencies have very little experience in
administering public private competitions, they are turning to con-
tractors to run the competitions. For example, at the Farm Service
Agency in order to meet the 5 percent directive from OMB, the
agency is hiring a contractor to develop the agency’s most efficient
organization, to develop the agency’s statement of work, and then
the official government cost estimate for performing the work will
be delivered by a contractor, and the agency is using additional
contractors to train the agency’s contracting personnel. Something
is inherently wrong when private contractors are being hired to put
the Government’s bid together and to train the government em-
ployees on how to administer the competitions.

Our fear, as you noted, Mr. Turner, is that the agencies will opt
instead to direct conversions of these jobs in order to meet the
OMB targets. What incentives do agencies have to go through the
expense of hiring contractors to run a competition when they can
just as easily directly convert the work. As my friend National
President Bobby Harnage and I stated recently in a letter to OMB
Director Mitch Daniels, absent a compelling rationale arising out
of an extraordinary set of circumstances there can be no justifica-
tion for a direct conversion to private contractors, no matter how
many or how few jobs are at stake.

We’re also concerned about the number of contractor oversight
employees available in the services today, in the agencies that can
oversee these contracts. As you know, I am a member of the Com-
mercial Activities Panel, which was established last year by Con-
gress to look at the subject we are discussing today. I am hopeful
that this subcommittee will wait for the panel to complete its work
before legislating any changes at all to government contracting pro-
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cedures. However, I do believe there should be more accountability
controls put in place, and I am hopeful that this subcommittee will
work with us to address those.

Thank you.
[The prepared statement of Ms. Kelley follows:]
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Mr. TOM DAVIS OF VIRGINIA. Thank you very much. Ms. Arm-
strong, thank you for being here.

Ms. ARMSTRONG. Chairman Davis, Ranking Member Turner and
members of the subcommittee, my name is Patricia Armstrong. On
behalf of the 200,000 executives, managers and supervisors in the
Federal Government whose interests are represented by FMA, I
would like to thank you for allowing us to present our views before
this distinguished subcommittee.

I am currently a program analyst, Industrial Management
Branch, Naval Air Systems Command, at Patuxent River, MD. Pre-
viously I spent 20 years at the Naval Air Depot at Cherry Point.
My statements are my own in my capacity as an FMA member and
do not represent the views of the Department of Defense or the
Navy.

When balancing interests, government needs, employee rights
and contractor concerns, there are fundamental value differences in
costs, accountability and control between performing work in the
private and public sectors. The Government is ultimately respon-
sible for the work and must abide by legal and ethical rules that
do not apply in the private sector, such as the Freedom of Informa-
tion Act. Civil servants also face challenges in managing third
party contractors who are outside their hierarchical authority. The
private sector, whether performing more efficiently or not, differs
in that it is guided by profit motive.

FMA is encouraged by the direction taken by the administration
to ask agencies to submit reports this week on work force planning
and restructuring before moving forward with any government
right-sizing. Arbitrary figures without reasoned justification do not
have a place in the right-sizing arena. OMB announced this week,
however, the requirement for agencies to compete at least 10 per-
cent of all government positions considered commercial in nature
in fiscal year 2003. FMA has concerns about the use of arbitrary
targets when attempting to achieve the most efficient organization
across government.

The FAIR Act reporting process is flawed in that it assumes the
job title is always a commercial activity across government, even
though this assessment is best made by the agency based on re-
sponsibilities of the person in that particular position. The term
‘‘inherently governmental’’ as defined under the FAIR Act has
never been clear. Perhaps a checklist of questions should be cre-
ated to determine whether or not work is inherently governmental
before contracting out work. For FAIR Act reporting, lack of clear
definitive guidance and revisions of guidance as well as misinter-
pretation of intended requirements all result in confusion as to
what is and what is not inherently governmental.

Caution should be exercised if commercial activity studies are
thought to be a panacea for efficiency savings. Conducting a cost
comparison generally consumes 2 to 3 years and is paid for by the
agency using contractors and government employees. Implementing
the results of cost comparison, either the Government MEO or con-
tractor MEO, generally consumes another year. Since most activi-
ties are dynamic in nature, the CA study costs generally outweigh
the planned benefits.
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Furthermore, there are many issues that impact the activities
aside from just cost, such as morale, downgrading of employees,
loss of experienced workers and the training cost of new employees.
In many cases the work force has achieved its right size by normal
attrition, and the A–76 cost comparison which results in an MEO
is at the required staffing level or in some cases must hire up to
fulfill the MEO staffing requirements. Cost savings are calculated
and reported on all completed studies. However, whether the MEO
results in a smaller work force or just a lesser paid work force, the
cost savings are just not there when the cost of the studies are con-
sidered.

An alternative A–76 that I know, Mr. Chairman, you have taken
an interest in is the bid-to-goal process, which gives Federal em-
ployees the chance to streamline their operations. Similar to an A–
76 competition, bid-to-goal begins with the creation of a perform-
ance work statement. Contractors and the in-house group then sub-
mit bids to fulfill the performance requirements at the lowest cost.
The in-house team is afforded the first opportunity to meet the per-
formance standards at the lowest cost bid. If the in-house team is
unable to meet this performance threshold, the work is then
outsourced to the private sector.

Another idea is the use of transitional benefit corporations
[TBCs]. Unlike A–76 procedures, however, the TBC model would
also allow outsource workers to retain their Federal health and
pension benefits. With respect to TBCs and the bid-to-goal, how-
ever, we at FMA would want to be assured that the initial
outsourcing of the activity is warranted in the first place.

President Bush directed the Secretary of Defense to provide an
assessment of our future defense needs. The President’s 2002 de-
fense budget has increased $33 billion over fiscal year 2001’s budg-
et in an attempt to improve readiness. But if we don’t match that
plan with an assessment of what the Government should maintain
as an in-house capability, we may find that we are at the mercy
of nongovernment forces when it comes to contingency response.
We do not want to create monopolies or limit ourselves to foreign
suppliers of our defense needs. We must ensure competition by
maintaining an ongoing strike-free, in-house depot capability that
can quickly gear up for any contingency.

I have got one more paragraph.
Forty-three percent of depots have already been closed. The 20

remaining depots account for only 4.4 percent of the domestic
bases. For military readiness, any future BRAC should exclude
depot bases.

Mr. Chairman, FMA applauds Congress for establishing the GAO
Commercial Activities Panel to hold public hearings and look for a
better approach to the problems. As I testified before this panel 2
weeks ago, it is our hope that the A–76 process will be changed to
empower Federal managers to determine what is a commercial ac-
tivity and what is inherently governmental and implement their
own MEOs, MEOs that measure the entire work force both public
and private, and report their cost and performance. FMA urges
support for legislation, the TRAC Act, to correct several longstand-
ing inequities in the contracting out process.
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Thank you, Congressmen Kanjorski, Waxman, Cummings,
Kucinich, Congresswoman Mink for cosponsorship.

I want to thank you again, Mr. Chairman, for having FMA to
serve as a sounding board in an effort to ensure that policy deci-
sions are made rationally and provide the greatest return for the
taxpayer. I hope these experiences are helpful.

This concludes my statement. I’ll be happy to answer your ques-
tions, including those on best value and actual studies.

[The prepared statement of Ms. Armstrong follows:]
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Mr. TOM DAVIS OF VIRGINIA. Thank you very much. Mr.
Lombardi, thank you for being here.

Mr. LOMBARDI. Mr. Chairman, members of the subcommittee, my
name is Paul Lombardi. I am the president and CEO of DynCorp,
a technical and professional services firm. I’m also the chairman of
the Professional Services Council, which is the principal trade asso-
ciation representing technical and professional service providers. It
is in that capacity I appear before you today. I have also supplied
the subcommittee with my written testimony and now wish to
focus my remarks in three areas, outsourcing, TRAC bill and public
and private competition under A–76. I will keep my comments very
short.

Outsourcing is not a new concept. In fact, many high perform-
ance companies like IBM, Microsoft, British Aerospace and others
outsource noncore functions to service providers as well as focusing
on their true mission and product lines. More and more State gov-
ernments and local governments are outsourcing, like the city of
Indianapolis, who has saved an enormous amount of their budget
while getting good citizen satisfaction.

In the Federal Government outsourcing should be about quality
and performance of service. It’s about having government employ-
ees focus on inherently governmental and core capabilities. It’s
about a constructive partnership with the private sector to serve
the taxpayer in a more efficient and productive manner. It’s about
doing more with less. It’s about smart, strategic management.

There are a number of recent reports that have been quoted al-
ready to the subcommittee from GAO and CNA, the Center for
Naval Analysis, that positively talks to these very issues. That
brings me to the TRAC Act, which I believe is an ill-conceived piece
of legislation for the following reason, and all the benefits of inno-
vation that it would bring. It would stop outsourcing. It would also
severely slow down all service contracts, including options. It would
have a severe impact on a large number of government contractors
that we represent.

It is hard to argue against truthfulness responsibility and ac-
countability, but this bill does nothing to improve any of that. If
it is accountability you want in the bill, the bill completely ignores
that, that the Government already has a complete insight into all
contractor activities, yet really has no insight into the govern-
mental control of its internal activities. Furthermore, Congress has
already addressed truthfulness responsibility and accountability by
passing the Federal Acquisition Streamlining Act in 1984, Clinger-
Cohen in 1996 and the Government Performance and Results Act.
We do not need this new proposed legislation.

Simply put, TRAC is not about accountability at all. It is about
killing competition and outsourcing.

Finally, although the PSE does not truly endorse public-private
competition, if it must occur a better process must be put in place.
The A–76 process is severely flawed and must be rewired to meet
the government needs of today. A new model must be followed. It
must clearly eliminate the built in conflict of interest in source se-
lection. It must require the Government to utilize full activity-
based cost accounting systems internally so real costs can be accu-
rately accrued. It must eliminate the practice of technical leveling.

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00198 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



195

It must require that all offers, public and private, be subjected to
similar best value evaluations and it must seek innovative solu-
tions.

Mr. Chairman, PSE’s position on this matter is aligned with re-
cent goals announced by the Office of Management and Budget and
the Bush administration. We believe that government industry
outsourcing is good government. We believe that H.R. 721 is a re-
dundant piece of legislation and could be devastating to the Gov-
ernment. We believe that A–76 reform is a must.

Although my comments before you today are short and to the
point, they are further elaborated in my written testimony.

Thank you for your time this afternoon. I’ll be happy to take any
questions.

[The prepared statement of Mr. Lombardi follows:]
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Mr. TOM DAVIS OF VIRGINIA. Thank you very much. Mr. Psomas.
Mr. PSOMAS. Thank you, Mr. Chairman. Mr. Chairman and

members of the subcommittee, thank you for the opportunity to ap-
pear before you this afternoon and to share my views on the
outsourcing of government commercial activities. My name is Tim
Psomas. I’m president of Psomas Engineering, a California-based
company that provides professional engineering services to both the
public and private sector. We provide civil and environmental engi-
neering, surveying and geographic information systems services to
the Federal Government.

My firm is an active member of the American Council of Engi-
neering Companies [ACEC], which is the primary business associa-
tion of the engineering industry, representing over 5,800 engineer-
ing companies in the United States and totaling over 500,000 em-
ployees. These firms range from large multi-disciplined architec-
tural and engineering firms to small business and minority-owned
firms. Regardless of size, ACEC members deliver vital infrastruc-
ture services to the American people, including the design and con-
struction of roads, airports, power plants and waste water treat-
ment facilities, the safe disposal of unexploded ordnance, the clean-
up of Superfund sides and brownfield redevelopment. The quality
and innovation that ACEC’s members bring to the environment en-
sures the safety of those who ultimately pay for these services, the
U.S. taxpayers.

Today’s topic, outsourcing of government commercial activities, is
the No. 1 issue of ACEC this year. We applaud the Bush adminis-
tration for campaigning on the importance of outsourcing in smart
government, and we appreciate the efforts of Mitch Daniels, Direc-
tor of OMB, and his Secretary Angela Styles for advancing the con-
cept of best value procurement.

The debate that is currently taking place regarding the
outsourcing of government commercial activities occurs at a critical
time for the U.S. Government. As Federal agencies face tight budg-
ets and a looming capital crisis, a human capital crisis, the need
to efficiently allocate scarce resources has become increasingly im-
portant. Outsourcing is a proven management tool that directly
contributes to enhanced performance through improved quality, re-
duced standby costs, increased innovation and access to technical
expertise not available in-house.

Regarding improved quality, outsourcing provides a direct source
of accountability and responsibility by tying contractor compensa-
tion to the successful implementation of contracts.

Regarding reduced standby costs, most public agencies have
found that it is not cost efficient to retain highly specialized indi-
viduals for work that is infrequent and use outsourcing as a means
to easily draw upon a reliable pool of expertise.

Regarding increased innovation, when private firms are required
to compete for the government contracts, a climate is created that
spurs new ideas and innovative thinking.

And regarding access to expertise, as private engineers are ex-
posed to a wide variety of clients with challenging projects, they
often bring unparalleled experience to their assignments.

I am particularly interested in commenting on anti-outsourcing
legislation that was introduced in February, as I am a veteran of
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a similar battle that occurred in the State of California, and let me
tell you my story.

In 1998, the professional engineers and California government
introduced Proposition 224, which aimed at severely limiting
outsourcing. The reasons were similar to the reasons articulated by
representatives of the Federal Employees Union. Chief among
them was the supposed high cost of contractors. The union argued
that a cost comparison is the only fair way to choose the design
team. What they didn’t say is that their proposed method of com-
paring costs was anything but fair, as it would take into account
only the marginal cost of State work and compare them with the
total cost for private work, and the competitions that were pro-
posed would require a long process of solicitation with various gov-
ernment agencies and locations throughout the State, an untenable
situation.

Despite the attempt of the union, 62 percent of California voters
rejected the idea that the use of private design consultants by State
and local public agencies should be severely limited. A huge coali-
tion, including private sector unions, local governments, broad
based business groups, taxpayer groups, contractors, transportation
groups and ANE firms vocally opposed Proposition 224. Following
defeat of that proposition, the engineering industry led a coalition
that sponsored a ballot measure to change the California State con-
stitution to allow State and local governments to outsource archi-
tectural engineering services.

Along with Federal contractors, the engineering industry was
disappointed that the TRAC bill was reintroduced this year. The
legislation is not only out of step with current trends in Federal
procurement, but it’s also out of step with the advice that the mul-
tilateral development banks give to former Soviet bloc countries as
it would dramatically increase the size and scope of government. As
with the PEG initiative in California, this legislation is based on
a flawed assumption that government contractors are not held ac-
countable for cost performance. Performance of outsourced meas-
ures is routinely measured and monitored in the Federal system.

Mr. Chairman, thank you for allowing me to share my thoughts
on this important public policy issue.

[The prepared statement of Mr. Psomas follows:]
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Mr. TOM DAVIS OF VIRGINIA. Thank you very much. Colonel,
thank you for being here. You’re last, but not least. Save the best
for last.

Mr. FLOYD. Absolutely. I thank you, Mr. Chairman and members
of the committee, for allowing me to testify this afternoon on these
issues. Like the gentlemen, before me I’ve already submitted my
information for testimony. I want to summarize a couple of things
here that are important to my group.

My name is Aaron B. Floyd. I’m a Colonel, retired from the Air
Force, and I own a company, a small business, and I represent 110
other small business persons, all colonels or majors or lieutenant
colonels from the Army, Air Force and Navy. We have, last year
we, combined, our income was like $400 million. We provide jobs
for thousands of people around the Beltway, thousands of folks,
and we are Federal Government employees before when we’re on
active duty. Now we’re on the other side of the street, and we think
that outsourcing is the way to go. We actually believe that because
we can see it as it works out, because if you don’t outsource then
where are we going to go, what are we going to have for ourselves
in terms of work? We’ve earned it, we’re veterans, we fought in the
wars, and now we own companies and want an opportunity to par-
ticipate, and outsourcing gives us that opportunity.

We believe that the TRAC legislation goes the wrong way. We
believe if it goes the way it’s purported to go it will stop competi-
tion and stifle it, and it will create a lot of folks on payrolls that
don’t need to be there. We believe a fair and equitable way to do
that is the A–76 and the way it is going. I want to make that clear
from my group.

There’s one other thing that my group is concerned with, how-
ever, that is not on the agenda, and that’s the effect of bundling.
We believe as small business persons that the way bundling is now
done is not fair for us. Right now the Government takes the large—
the contracts and gives them to a bunch of large guys and then the
little guys only get what’s left, and we can’t compete with Lockheed
Martin and the other large companies involved, and the only way
you can grow a small company is to have one prime contract. You
don’t get one when you bundle. When you bundle the only contract
you get is a subcontract. With a subcontract all you get is a tech-
nical person and you don’t get any money for overhead or for fi-
nance or all the things that requires a company to be a company.

So I have survived in this business for 13 years. I have one great
contract that is not bundled. I won it fair and square in competi-
tion and—but it was a small contract when I got it, about $7 mil-
lion. Now it’s worth about $28 million. I am the readiness contrac-
tor for the Pentagon. I run the readiness data base that tells the
chairman, when he wants to send people to Kosovo it tells him
what forces can go and their readiness status. I am surviving be-
cause I’m the prime on that contract, and I have been able to grow
it that way. If I was not the prime, I wouldn’t be here talking to
you today. So bundling is anti-that. It keeps us from being private;
it’s the antithesis of allowing small businesses to grow.
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Those are basically my comments. I think basically again the A–
76 is a good practice and it just needs to be fine-tuned. The FAIR
Act is basically fair, and TRAC is a bad bill.

Thank you.
[The prepared statement of Mr. Floyd follows:]
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Mr. TOM DAVIS OF VIRGINIA. Thank you very much. Well, let me
start the questioning. OK. First, let me ask Ms. Kelley, let me ask
you and Mr. Lombardi and Mrs. Armstrong, when is it appropriate
to outsource? Can you describe in your opinion when is it appro-
priate to go outside government for contracts? Can you give us
some idea where you think this might be appropriate?

Ms. KELLEY. I think it’s always fair to ask the question of if it’s
appropriate to contract out, and on that point when the question
is asked, the processes have to be in place to ensure that the right
questions are being asked, and if the answer is yes, then the ques-
tion is what are the procedures that should be used, and all of
these things are things that are being looked at and under the pur-
view of the Commercial Activities Panel. These are exactly the
questions that this panel is wrestling with and that will be part of
the report in May 2002.

Mr. TOM DAVIS OF VIRGINIA. Are you comfortable that you’re
having adequate input into that panel and having a dialog with
people on both sides of this issue?

Ms. KELLEY. Yes, there is a lot of dialog, a lot of input and I ac-
tually believe everyone on the panel has come there with a very
open mind and a very good listening mode. We’ve been sharing in-
credible amounts of information even though we have different
opinions perhaps on what the solution is, but I’m hopeful that as
we work through the process, by the time it’s time for our report
we will have been able to learn and absorb all of this and come up
with the best answers for the Government in this recommendation.

Mr. TOM DAVIS OF VIRGINIA. I think this committee is eagerly
watching what happens there. That doesn’t mean we won’t act be-
fore or after or will even act on it, but we think it is a good format
for exchanging views, and as you can see, even among Members
from both sides there’s a lot of different views on this. So I think
the dialog is important. So everyone understands everyone’s posi-
tion because I’m not sure anybody’s wrong here but there are dif-
ferent perspectives as we get into it, and I think we need to be
guided at the end of the day by the best value for the American
taxpayer. That’s my own view on this. I appreciate the comment.

Mr. Harnage, do you have any comment?
Mr. HARNAGE. Yes. And you know we haven’t implied an end to

A–76 and we haven’t implied an end to outsourcing. We’ve noticed
today and before today there’s a lot of people like hollering fire in
a theater. What amazes me so far is that everybody wants to throw
away the solution rather than develop the solution. If there’s some
problems with TRAC let’s talk about the problem with TRAC and
make it a better piece of legislation rather than just say we don’t
want any transparency, we don’t want any accountability of the
contract.

Certainly there are times that outsourcing makes sense. The con-
struction industry, for example, would be the first one that would
pop to my mind, something that we only have a temporary need,
whether it be a 3-month construction project or a 2-month con-
struction job, probably too expensive for the Government to main-
tain that capability in-house, but it makes sense to keep the main-
tenance of that construction once it’s done in-house. The same with
we don’t want to build aircraft, but it makes sense that once the
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aircraft is turned over to the Government the Federal employees,
the military people maintain that aircraft, because it’s really not
cost efficient for that contractor to maintain that inventory. They
want to move on to bigger, newer and better aircraft.

So there are areas that surely it makes sense to outsource, and
our position has not been to end the outsources as some people
might want to imply.

What we’re asking for is competition and the opportunity to com-
pete for the jobs, and what we’re asking for is that it not always
be our job that’s competed. OMB says competition saves money, but
why does OMB say but we are only going to look at the Federal
employee? We’re saying let’s look at new work. If it makes sense
to bring it in-house, if we can do it better and less expensive, why
not do it, why is it a foregone conclusion that it is going to go out-
house, and that’s a pun intended.

Mr. TOM DAVIS OF VIRGINIA. OK. Ms. Armstrong.
Mr. ARMSTRONG. I think there are cases where outsourcing is

useful. It’s certainly been used successfully since BRAC and the de-
fense depots, mainly out of necessity more than the choice. For ex-
ample, at the depots they always carry a quadrille of contractors
that work on the aircraft itself and that’s beneficial. When you
have a certain workload, you can hire contractors, and when the
workload goes down, you can let them go. But as far as where it’s
best used, I think that partnering with industry to bring in new
technology to help train Federal workers in those areas, those core
skill areas, is helpful. You don’t exactly want to turn over your core
functions to contractors, but have them come in and partner. I
think that’s beneficial, and that’s the Federal manager can make
that decision.

Mr. TOM DAVIS OF VIRGINIA. That’s helpful. Mr. Lombardi, let me
ask and you and the panel on the other side. We always get in this
fight of price versus value. This has been, ever since I have been
involved in government contracting, the question is should price
drive it, should value drive it. Do you have a general philosophy
of where you think price ought to drive it? Clearly, if you are cut-
ting grass or something, price ought to be the determinative, but
when you get into some of these complex IT areas, building a
spaceship, you need to look at overall value. Do you have a criteria
on what ought to be price and value driven or do you think they’re
intertwined?

Mr. LOMBARDI. Yeah. I would say, Mr. Chairman, they’re some-
what intertwined. It’s difficult in every case to generalize that price
is the only issue. The Government has gone a long way, I believe,
in terms of bringing best value back into the procurement process.
Price is an issue, that’s part of the best value, but certainly quality
performance, innovation, technology, bringing technology to bear
where it hasn’t been before. That’s what the private sector is here
to support.

Mr. TOM DAVIS OF VIRGINIA. So basically you’re saying you get
more innovation at the private level and that’s what you get by
bringing that into the processes?

Mr. LOMBARDI. I think what the Government has always de-
pended upon is to bring technology and innovation to the table.

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00227 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



224

Mr. TOM DAVIS OF VIRGINIA. OK. I appreciate it. Any comments
on it?

Mr. PSOMAS. Mr. Chairman, thank you. In that regard the AE
and design-related services industry has been somewhat fortunate
to have the advantage of the Brooks Act procurement process,
which is really a two-step best value procurement whereby the
competition is really for qualifications and the availability of the
best qualified, the individual who can deliver that service to the
Government, and so on that basis a selection is made. And then the
second step is the negotiation of scope, fee, budget, schedule with
the contractor that’s selected to do that work. So again the AE in-
dustry perhaps has a good deal of experience with a competition
that is really a two-step, best value competition.

Mr. TOM DAVIS OF VIRGINIA. Thank you very much. Colonel
Floyd, you want to add anything to that?

Mr. FLOYD. Just finally, I think the two watchwords ought to be
fairness and equity on any legislation we’re talking about, and
that’s what I think that my constituents would like me to ensure,
that in it all, whether it be TRAC or whether it be A–76, that it’s
fair and equitable and there’s an opportunity for all of us to partici-
pate.

Mr. TOM DAVIS OF VIRGINIA. Thank you. Mr. Turner.
Mr. TURNER. Thank you, Mr. Chairman. One of the issues that

I’d be interested in your comments on is this initial decision as to
whether or not to allow a public-private competition, and I noticed
Mr. Lombardi in the suggestion that you had made of the Profes-
sional Services Council model for public-private competition, it ad-
dresses a number of the deficiencies that you see in the current A–
76 process, but your model assumes, as I read the presentation of
it, that the agency would first make the determination as to wheth-
er or not they should conduct a private-public competition based on
what you referred to in your statement as some obvious factors. I
want a little help on this because there clearly are some activities
that you might look at on their face obviously wouldn’t be appro-
priate to contract out if it’s an activity that is currently being car-
ried out by government employees. If those government employees
want to submit a proposal or try to be competitive, what’s wrong
with always allowing that as an option, because many times obvi-
ously that option would not be exercised, depending on these obvi-
ous circumstances that you’re referring to. So what would be wrong
with allowing that in the mix?

Mr. LOMBARDI. Mr. Turner, I think the A–76 process is again
what my comments were focused in on. The public-private competi-
tion, it’s not a level playing field from the private sector’s point of
view. It is just not a way in the public sector to get accountability
for costs. I have a wing full of auditors that are defense auditors
who basically audit everything my company does and so do all de-
fense contractors. So in DOD I think there are certain things that
public-private competition is important and, in fact, competition
over and over again every 3 to 5 years doesn’t disallow the public
sector from coming back into play. I think there’s a lot of mis-
conceptions associated with A–76. We think it’s the process that
has to be fixed, not whether or not there should be public-private
competition.
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Now having said that, in the civil sector, where there’s new work
coming out, not work that has been done previously by the Govern-
ment, Federal employees and I might also say, I’m a Federal em-
ployee from 17 years so I have access to both sides of that equation.
When innovation and technology is required in an agency, mostly
in the civil agencies, we believe that it should just be a competition
between the private sector involved. That is the motivation. It’s not
a profit motivation per se. It is winning that private competition
that motivates us. That’s what our society allows us to do.

Mr. TURNER. Any of the other panelists have a comment on the
issue of the initial decision about a public-private competition? I
mean, I’m asking that question basically in light of the fact that
we have very few of them and it could be that in many cases there
they are not appropriate, but I’m wondering if we’re missing an op-
portunity here not to allow a little more flexibility with regard to
the initial decision as to whether or not there should be a public-
private competition.

Ms. KELLEY. Mr. Turner, I believe there always should be that
option. I agree, as you say, that many times the option may not be
exercised, but the fact that the work is not done today in the Gov-
ernment and now someone has determined it needs to be done for
the Government, that the Government and the employee should
surely have the opportunity to be a part of the process to determine
who can do it best for America’s taxpayers, and I think the, you
know, words that many of us have used over and over again that
would oversee that process would be one of fairness, one of over-
sight, a level playing field has been mentioned often, and the issue
of transparency.

So I believe the opportunity should be there and then to be exer-
cised in each case as the situation dictates.

Mr. ARMSTRONG. Mr. Turner, I have a comment. Yes, I agree
that we should be offered the opportunity to have a competition. In
most cases we have not been able to. It has always been decisions
to outsource with no competition. As far as the cost is concerned,
I think that the Federal Government is making great strides in ac-
tivity-based costing, ERP and other initiatives to have a better ac-
counting system for their costs. And it’s in the TRAC bill we are
asking for the cost of contractors to be reported, if it’s true. As my
colleague Mr. Lombardi says, that companies have a team of audi-
tors to have audit information on their costs, why would it be such
a burden to report that so that we can have true competition. I
think we need to get better at doing that and share more informa-
tion.

Mr. HARNAGE. Mr. Turner, if I might I’d like to add, I think you
have hit on a very important point of the TRAC Act. I refer to this
often as a magician, a magician tries to divert your attention to
somewhere else other than what he’s doing his deed. We’ve heard
testimony today that 2 percent at best, maybe a little over, of all
the privatization service contracting is done by A–76. That means
that between 97 and 98 percent of the service contract done in the
Federal Government is done without public-private competition,
and if we look at OMB and this administration’s proposal to in-
crease the amount of competitions under the FAIR Act, we’re only
going to raise that a few percentage points. You know, maybe we’ll
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get to 5 percent or 8 percent, let’s say 10 percent, but nobody wants
to focus on that other 9 percent and what’s happening to it. We
want to continue focusing on that small percentage of what’s hap-
pening, that small A–76 process where it all ought to be under
competition and not just a Federal employee job or not just every
now and then.

So I think you’ve hit on a very important point, and that’s what
the TRAC Act says; let there be competition. Everybody agrees that
competition saves the taxpayers dollars, whether it stays in-house
or whether it goes outside. So let’s have, if that’s true then let’s
compete all of it. Let’s just not be selective in what we compete,
and it shouldn’t always be the Federal employee’s job that’s com-
peted. If competition is good for us, it’s good for them.

Mr. LOMBARDI. Mr. Turner, I would also—I support that it’s only
been 2 percent of service contracting which is under A–76 competi-
tion. So what about the other 98 percent? By far the largest growth
area in service contracting has been in the ADP or IT arena. In the
civilian agencies the growth over 10 years has been more than 300
percent. At DOD the growth has been 100 percent, but it’s all in
the ADP area. We are not displacing Federal employees in those
areas. The private sector is introducing the technology that’s being
purchased and it is being competed, severely competed in the pri-
vate sector.

Mr. TURNER. And I would assume those types of contracts would
be contracts that Federal employees would have no interest in com-
peting in, probably do not have the ability or the capability to com-
pete for those types of contracts. Would that be accurate?

Mr. LOMBARDI. I wouldn’t judge that. All I would say to you is
that if the governmental agencies are going out-house, so to speak,
to get new technology, that technology isn’t being developed by the
public sector. It’s being developed—enabling technology being de-
veloped and introduced by the private sector.

Mr. TURNER. I notice in your presentation you mentioned a num-
ber of deficiencies that exist in the current A–76 process. I’m look-
ing here at the new model for public-private competition. Would
you mind discussing those six areas that you have identified as
being problem areas for the A–76 process. Some of them I’m not
sure I understand exactly the nature of the problem you’re describ-
ing is the reason I was asking you to refer to them.

Mr. LOMBARDI. OK. In my written testimony, Mr. Turner, I have
included a PSE document which gives you some further expla-
nation of that. Just to talk to these points though, conflict of inter-
est is one, in our opinion, on the private sector, the people whose
jobs could be displaced as a result of the A–76 competition, judge
the whole procurement, including the private sector’s proposal. To
me that’s an inherent conflict of interest. Activity-based cost ac-
counting, we have that. My cost of my office, my salary, my fringe
is included in every bid that goes out. I doubt very seriously wheth-
er the GNA costs associated with the Government overhead em-
ployees, not the people who actually perform the job are going to
be layered into those bids. That’s why we need activity-based ac-
counting in the Federal Government.

Technical leveling is a way whereby there’s constant discussion
between the contracting official on the government side and the
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competitors on the private sector side. Now remember in A–76 the
public sector picks a private sector winner and the private sector
then competes against the public sector. So we have a tendency to
be leveled in that particular area before we even compete with the
public sector bid.

And innovative solutions, if we introduce ways of including tech-
nology to displace people, we’re saving the Government money, we
are also helping our bid in terms of its discrimination against our
competition, and that is usually taken out because we’re competing
against an MEO in many cases. So these are the kinds of things
I think would be further elaborated in our point paper, which is in-
cluded in my testimony.

Mr. TURNER. What does ‘‘transfusion’’ refer to? You mentioned
that in relationship, you say the ‘‘syndrome of technical leveling
and transfusion.’’ What does ‘‘transfusion’’ refer to? That’s in that
same list of deficiencies in the current process that you were, I
think, looking at the same list that I’m looking at, which is on page
2 of the new model for public-private competition.

Mr. LOMBARDI. OK. Well, I don’t have that in front of me.
Mr. TURNER. I’m looking at a different document. Another item

that you mention on here is a distorted application of best value
procurement to only the private sector bidders and not to the Gov-
ernment bidder. What does that refer to?

Mr. LOMBARDI. When we introduce our proposals on the private
sector side, again we’re introducing new ideas, new technologies.
We spend an inordinate amount of time and money in the develop-
ment of these proposals. When we then go up against the public
sector’s bid, we are only going against what’s called the MEO,
which is the Mean Effective Organization. Our value proposition,
as it were, is not compared against anything on the public sector
side. That is what I had in mind there.

Mr. TURNER. And the model that you recommend to remedy
these deficiencies that you have outlined involves, as I understand
it, an advisory committee that would actually make the decision
separate and apart from the agency itself is that at kind of the
heart of your structure of your revised model.

Mr. LOMBARDI. What I had in mind, there is in the evaluation
of the public sector bid and the private sector bid that the agency
procuring—I mean the actual people who are involved in the MEO
creation should be taken out of the process of source selection, and
in fact that has happened in many cases and the most recent being
the A–76 out of Andrews Air Force Base on the 89th Wing.

Mr. TURNER. And one of the factors that you say should be a part
of this process is a generic, you say generic standard soft landing
procedures for displaced Federal employees be incorporated in
every solicitation to assure consistency and avoid any gaming in
this most sensitive area. Speak to that issue.

Mr. LOMBARDI. Yes. I think the—there’s no question that when
the private sector wins an A–76 competition, the first place they
look for the work force, especially in regions that don’t have vast
work forces available, is to the work force that has been displaced
as a result of that particular decision. So soft landing issues would
be to have a process built into the A–76 process to take right of
first refusal on the part of the displaced employees to have a soft
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landing in terms of the development of the new work force under
the private sector tutelage, and in fact that happens in many
places, if not in all places. I don’t have the exact statistics, but
somewhere around 80 percent of the Federal employees who are
displaced as a result of a private competitor win are asked back
into the private sector, many at higher pay grades.

Mr. TURNER. But you’re suggesting that information be included
as a part of the initial proposal rather than being an after the fact
offer to those employees?

Mr. LOMBARDI. It can be and it could also be one of the issues,
one of the process changes that goes into the A–76 review process.
In other words, if we—if the committee were to use the authoriza-
tion bill that’s already been passed to restudy A–76 our proposition
would be that would be fertile ground to be included in the new
process.

Mr. TURNER. Now, Ms. Kelley, would that be an improvement,
the suggestion Mr. Lombardi just made?

Ms. KELLEY. It would surely address issues that have been issues
for some employees, but I think it’s a much bigger question. It is
a start and would it be well received by some. Depending on where
they are in their Federal career and what the salary and growth
opportunities were, sure, I definitely think it would be seen as a
step forward. I don’t think it solves the whole problem, but I see
it as a step forward.

Mr. TURNER. Thank you, Mr. Chairman.
Mr. TOM DAVIS OF VIRGINIA. Thank you very much. One of the

concerns that I have with the TRAC Act as it’s currently drafted
in particularly some of these very complex, high level IT procure-
ments is the inability of the current Federal work force, given the
training and capital management issues, to handle those in-house.
We have not done a good job in the Federal Government of being
able to train and retrain people with the latest technologies and
bring people in with a skill level and retain them in that. We just
have not done the job. Part of it is our competition. And part of it
is the training is one of the first things that get cut when budgets
get cut.

We aren’t utilizing some of our most skilled and valuable people
in the best way possible, and OMB has come up now with a re-
structuring initiative to assess human capital management, what
they call a crisis in the Government, but I think that is part of it,
and that is part of my concern, is that we are just not ready yet
to step up to the plate on at least one level of procurement. That’s
not to say we’re not in some other areas, but in many of the areas
that Mr. Lombardi’s group, the engineering groups that they rep-
resent in these levels, we don’t have the in-house skills at this
point or the in-house compensation packages to try to compete at
the Federal level, given current Civil Service regulations, and I
think it would take a change of those to bring us up to a competi-
tive level, and I understand your frustration, Ms. Kelley, when you
talk about how some of these procurements are managed by out-
siders. We outsource procurements. We have people in the frustra-
tion level. That certainly isn’t the fault of your workers. It’s not a
fault of your members, but it is a failing of the Government, appro-
priately, I think, to utilize what they have and to look for it, and
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until we get that solved I think in these procurements that it
would be in my judgment very difficult to implement at least in
these sectors, some of the things that the TRAC Act calls for.

That’s my concern. I’d like anybody to address that over on the
left side of the table if you have any, you want to rebut me or share
a concern or add to what I’m saying.

Mr. HARNAGE. Well, we have the same, some of the same con-
cerns that you do. You know, this did not happen by accident. I
have had a lot of frustrations in trying to deal with the Depart-
ment of Defense over the last few years. And for 20 years now
we’ve—it’s not a matter of whether we should have been training
our people to keep up with the high-tech industry. The decision
was made not to do that. Who made that decision I’m not sure, but
some of it was through budget cuts and some of it’s through the
agencies not using the funds available to them for training and
using them somewhere else. I had high hopes of working with Sen-
ator Voinovich on that because every one of his subjects that we
had several meetings over is how do we get more training into the
Federal Government so that we would have that capability, and I
think the question that you have to ask when it comes to high-tech,
and I think you’re absolutely right on the current situation, but
should we have that capability in-house in order not only to be
competitive but to serve as an oversight of those contracts that we
do have to have.

Mr. TOM DAVIS OF VIRGINIA. If I could add to that, I don’t think
Mr. Lombardi would disagree for a second that you ought to have
more in-house capability. It’s frustrating for them on some of these
procurements, too, to have officers who aren’t trained to oversee
them. Is that correct, Mr. Lombardi? And I’m not trying to put
words in your mouth. I don’t think there’s any disagreement on
these things, but we are dealing with a structure that has evolved
before we were on the scene, and it just has gotten worse and
worse and worse.

Mr. HARNAGE. You’re that young, I’m not.
Mr. TOM DAVIS OF VIRGINIA. I don’t mean to interrupt, but thank

you.
Mr. LOMBARDI. At the fear of adding a little levity to the hear-

ings, I’d have to give you an analogy. My son is an engineer, me-
chanical engineer. He’s 4 years out of Virginia Tech. He happens
to be an Oracle finance expert, if you want to say that, 4 years out
of Virginia Tech. He happens to make more than the Secretary of
Defense.

Mr. TOM DAVIS OF VIRGINIA. Probably worth more than the Sec-
retary of Defense we could argue on some days. It just depends on
how you look at it. At least that’s what the marketplace judges.

Mr. PSOMAS. Mr. Chairman, I’d like to add to that if I might.
ACEC really looks to a very strong Federal work force, well paid,
well trained. That’s really where we want to work. We see this as
really a partnership. However, even in my firm there are activities
that are not really activities that we’re going to train employees in.
They’re not things that we do regularly and for this special exper-
tise we go outside and we outsource. So there is—I think there are
situations that it’s really not prudent to provide staffing on a full-
time, permanent basis for activities or technologies that change, for
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things that are not going to be reusable by any organization,
whether it’s governmental or private.

Mr. TOM DAVIS OF VIRGINIA. OK.
Ms. KELLEY. Mr. Chairman, if I could just add, I do think this

borders on another issue that has garnered a lot of activity over
the past year, and unfortunately what I continue to see is that we
talk about it but don’t do a lot about it, and that is the Government
stepping up to the need for funding to provide recruiting and reten-
tion incentives for the on-board work force so that expertise can be
retained and can be increased, and we don’t do that. We talk about
it a lot but nothing happens, and as a result we are facing this crit-
ical loss of expertise that will only raise the question even higher
as to whether outsourcing is the appropriate answer, because
there’s just no one left.

Mr. TOM DAVIS OF VIRGINIA. Well, and just to take it a step fur-
ther on this, I mean one of the arguments that was made in the
previous panel and I would say we’ve all seen it happen, is people
leave government service, they walk across the street after retire-
ment or whatever, they go to work maybe for one of the companies
Mr. Lombardi represents and they make more money doing some-
thing that’s outsourced either because we don’t have the in-house
capability to do the work or sometimes it is managed better and
they take people and can pay them more. How does that work, Mr.
Lombardi, where you can walk and pay people more on the outside
and at the same time save the Government money?

Mr. LOMBARDI. Well, it works, I would say.
Mr. TOM DAVIS OF VIRGINIA. Yeah. I want to know how.
Mr. LOMBARDI. I don’t have an exact number for you, Mr. Chair-

man, but a fair amount of our work force is previous government
employees, maybe 70 percent, and not only do they bring the exper-
tise with them, they bring the culture with them, and they bring
the understanding of the various agencies.

Mr. TOM DAVIS OF VIRGINIA. You have a more flexible manage-
ment style, don’t you, than you do in government?

Mr. LOMBARDI. And we can also train them because we have
within our own—we have to train them or we lose them. So the
work force has to be continuously upgraded in that regard, and I
think, I don’t want to confuse TRAC with the compensation issue
for Federal employees. I don’t think those are the same issues here
at all.

Mr. TOM DAVIS OF VIRGINIA. No, they’re not.
Mr. LOMBARDI. I left government service because of compensation

issues.
Mr. TOM DAVIS OF VIRGINIA. I understand. Let me ask Mr. Floyd,

you have people who have worked for the Government, they come
over and work for you, they seem to be doing pretty well, and yet
I think you would say you manage these better than you could do
some of these in-house. Is it just because we have so many rules
in government that don’t allow this and this isn’t the fault of the
employees; this is just because we have rules and regulations and
things that inhibit management from being as efficient as it might
be?

Mr. FLOYD. First thing, you’re right, that in my company, for in-
stance, I have 60 people. I would think 40 to 60 percent are ex-gov-
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ernment employees and some of them because the Government
didn’t, in the computer area, some of the Government services de-
cided not to promote those people at all and those are the very peo-
ple I wanted and the Government had a job for those people but
they wouldn’t promote them so they got out and came to work for
me. I was able to pay them and my company offers all the services.
We offer health care and benefits and all those kinds of things, but
because we have to maintain a certain—when we bid we have to
maintain our bid rate. We know what we have to pay and we know
what we can do. We can pay them more but we don’t have 10 peo-
ple doing the job where two people can do it. We put two people
on it and get it done that way.

Mr. TOM DAVIS OF VIRGINIA. So it’s management flexibility basi-
cally?

Mr. FLOYD. Absolutely, and someone mentioned that contractors
don’t get oversight. We in fact do get a lot of oversight and that
my contracts are normally 5-year contracts, 1 base year and 4 op-
tion years, and every quarter they look to see how I’m doing and
if I don’t do well I won’t get those option years. So I am just kept,
you know, on an even keel by the Government oversight. There is
oversight.

Mr. TOM DAVIS OF VIRGINIA. Let me just say this to all of you.
We have a series of votes now, so I’m going to recess. I think you
all have been very articulate for your particular points of views,
and on some of these issues there is no difference. We understand
the basic problems and we need to address them at a different level
than this committee has, but we need to—I think there is unanim-
ity on that. I think we are going to keep talking with some of the
committees that we have organized, and we will revisit this as well
and try to meet with everybody individually as well to look at this,
but I just appreciate everybody coming out here today.

I particularly want to thank the employees who have taken prob-
ably a day off to come here, sit through these hearings. We under-
stand the concerns that you have. We want to try to address them.
It’s more complex. I hope you get an appreciation for some of the
complexity of this as well, but we hear you and we understand it.

And before we close, I want to just again thank everybody and
I want to thank our staff for organizing this. We’re going to keep
the record open for 10 days if you would like to submit anything
as a followup, something occurs to you, you just want to enter into
the record and make sure it’s part of the public record. I’m going
now to enter into the record a briefing memo that was distributed
to the subcommittee members.

Again, I guess we’re going to hold the record open for 2 weeks
instead of 10 days from this date for those who may want to move
forward with submissions for possible inclusion, and again thank
all of you very much and these proceedings are closed.

[Whereupon, at 5:32 p.m., the subcommittee was adjourned.]
[Additional information submitted for the hearing record follows:]

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00235 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



232

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00236 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



233

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00237 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



234

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00238 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



235

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00239 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



236

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00240 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



237

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00241 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



238

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00242 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



239

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00243 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



240

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00244 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



241

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00245 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



242

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00246 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



243

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00247 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



244

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00248 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



245

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00249 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



246

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00250 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



247

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00251 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



248

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00252 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



249

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00253 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



250

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00254 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



251

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00255 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



252

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00256 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



253

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00257 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



254

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00258 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



255

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00259 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



256

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00260 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



257

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00261 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



258

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00262 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



259

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00263 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



260

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00264 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



261

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00265 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



262

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00266 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



263

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00267 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



264

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00268 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



265

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00269 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



266

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00270 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



267

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00271 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



268

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00272 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



269

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00273 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



270

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00274 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



271

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00275 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



272

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00276 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



273

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00277 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



274

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00278 Fmt 6633 Sfmt 6633 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1



275

Æ

VerDate 11-MAY-2000 10:57 Sep 12, 2002 Jkt 000000 PO 00000 Frm 00279 Fmt 6633 Sfmt 6011 C:\DOCS\80842.TXT HGOVREF1 PsN: HGOVREF1


